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GLOSSARY OF TERMS

When the following terms and abbreviations appearn the text of this report, they have the meaningsdicated

below.

Term

M eaning

AEGCo
AEP or Parent
AEP Consolidated

AEP Credit

AEP East companies
AEPES
AEP System or the System

AEP System Power Pool
or AEP

Power Pool
AEPSC

AEP West companies
AFUDC

ALJ

APCo

ARO

CAA

COLlI

Cook Plant

CSPCo
CSW

DETM

DOE

ECAR

EITF
ERCOT
FASB
Federal EPA
FERC

AEP Generating Company, an electrilityisubsidiary of AEP.
American Electric Power Company, Inc.
AEP and its majority owned consolidated subsidgariend consolidats
affiliates.
AEP Credit, Inc., a subsidiary of AEP which fact@scounts receivable &
accrued utility revenues for

affiliated domestic electric utility companies.
APCo, CSPCo, 1&M, KPCo and OPCo.
AEP Energy Services, Inc., a subsidiary of AEP Reses, Inc.
American Electric Power System, an integrated etecttility system, owne
and operated by AEP’s electric

utility subsidiaries.
Members are APCo, CSPCo, I&M, KPCo and OPCo. Thel Rbares tF
generation, cost of generation and resultant whtdesffsystem sales of t
member companies.
American Electric Power Service Corporation, a mensubsidiary providir
management and professional

services to AEP and its subsidiaries.
PSO, SWEPCo, TCC and TNC.
Allowance for Funds Used During Construction.
Administrative Law Judge.
Appalachian Power Company, an AEP electric utditpsidiary.
Asset Retirement Obligations.
Clean Air Act.
Corporate owned, life insurance program.
The Donald C. Cook Nuclear Plant, a twoit, 2,110 MW nuclear plant own
by I&M.
Columbus Southern Power Company, an AEP eleciiitywgubsidiary.
Central and South West Corporation, a subsidiaER (Effective January 2
2003, the legal name of

Central and South West Corporation was chang@d® Utilities, Inc.).
Duke Energy Trading and Marketing L.L.&risk management counterparty.
United States Department of Energy.
East Central Area Reliability Council.
Financial Accounting Standards Board’s EmergingéssTask Force.
Electric Reliability Council of Texas.
Financial Accounting Standards Board.

United States Environmental Protecgency.
Federal Energy Regulatory Commission.



FIN 46
GAAP
HPL
&M
IPP
IURC
JMG
KPCo
KPSC
KWH
LIG
ME SWEPCo
MLR

MTM
MW
MWH
NO,
Nonutility Money Poo
NYMEX
OATT
OCC
OPCo
OoTC
PJM
PSO
PUCO
PUCT
PUHCA
PURPA

Registrant Subsidiaries

REP

Risk Management Contract

Rockport Plant

RTO
S&P
SEC
SECA
SFAS

SFAS 109

SFAS 133

FASB Interpretation No. 46, “Consolidation of Vdia Interest Entities.”
Generally Accepted Accounting Principles.
Houston Pipeline Company.
Indiana Michigan Power Company, an AEP electritytsubsidiary.
Independent Power Producers.
Indiana Utility Regulatory Commission.
JMG Funding LP.
Kentucky Power Company, an AEP electric utility sidiary.
Kentucky Public Service Commission.
Kilowatthour.
Louisiana Intrastate Gas, a former AEP subsidiary.
Mutual Energy SWEPCo L.P., a Texas retail elegiravider.
Member load ratio, the method used to allocate RBRer Pool transactions
its members.
Mark-to-Market.
Megawatt.
Megawatthour.
Nitrogen oxide.
AEP System’s Nonutility Money Pool.
New York Mercantile Exchange.
Open Access Transmission Tariff.
Oklahoma Corporation Commission.
Ohio Power Company, an AEP electric utility sulesigli
Over the counter.
Pennsylvania - New Jersey - Maryland regional trassion organization.
Public Service Company of Oklahoma, an AEP elecitilty subsidiary.
Public Utilities Commission of Ohio
The Public Utility Commission of Texas.
Public Utility Holding Company Act.
Public Utility Regulatory Policies Act of 1978.
AEP subsidiaries which are SEC registrants; AEG&BCo, CSPCo, &V
KPCo, OPCo, PSO, SWEPCo,
TCC and TNC.
Texas Retail Electric Provider.
Trading and nontrading derivatives, including thasivatives designated
cash flow and fair value hedges.
A generating plant, consisting of two 1,300 MW ebedd generating units ne
Rockport, Indiana owned by
AEGCo and I&M.
Regional Transmission Organization.
Standard and Poor’s.
United States Securities and Exchange Commission.
Seams Elimination Cost Allocation.
Statement of Financial Accounting Standards issusd the Financiz
Accounting Standards Board.
Statement of Financial Accounting Standards No., K&&ounting for Incom
Taxes .
Statement of Financial Accounting Standards No. , 138counting fo
Derivative Instruments and Hedging
Activities .



SNF

SO,
SPP

STP
SWEPCo
TCC
Tenor
TEM

Texas

Restructuring Legislation
TNC

True-up Proceeding

TVA

Utility Money Pool
VaR

Virginia SCC
WPCo

Zimmer Plant

Spent Nuclear Fuel.

Sulfur Dioxide.

Southwest Power Pool.

South Texas Project Nuclear Generating Plant.

Southwestern Electric Power Company, an AEP eteatiiity subsidiary.

AEP Texas Central Company, an AEP electric utgipsidiary.

Maturity of a contract.

SUEZ Energy Marketing NA, Inc. (formerly known aga€tebel Enerc
Marketing, Inc.)

Legislation enacted in 1999 to restructure thetateatility industry in Texas.

AEP Texas North Company, an AEP electric utilithsdiary.
A filing made under the Texas Restructuring Ledistato finalize the amou
of stranded costs and other true-
up items and the recovery of such amounts.
Tennessee Valley Authority.
AEP System’s Utility Money Pool.
Value at Risk, a method to quantify risk exposure.
Virginia State Corporation Commission.
Wheeling Power Company, an AEP electric distribusabsidiary.
William H. Zimmer Generating Station, a 1,300 MWatétred unit owne:
25.4% by CSPCo.




FORWARD-LOOKING INFORMATION

This report made by AEP and its Registrant Subsetiacontains forwartboking statements within the meaning
Section 21E of the Securities Exchange Act of 193though AEP and each of its Registrant Subsid&helieve the
their expectations are based on reasonable assunmsptiny such statements may be influenced byr&athat coul
cause actual outcomes and results to be matediddgrent from those projected. Among the factdrattcould caus
actual results to differ materially from those I ttorward-looking statements are:

Electric load and customer growth.

Weather conditions, including storms.

Available sources and costs of, and transportatosn fuels and the creditworthiness of fuel suppli@nc
transporters.

Avalilability of generating capacity and the perfamae of our generating plants.

The ability to recover regulatory assets and sedrabsts in connection with deregulation.

The ability to recover increases in fuel and o#regrgy costs through regulated or competitive eéerdtes.
New legislation, litigation and government reguatiincluding requirements for reduced emissionsudfur,
nitrogen, mercury, carbon and other substances.

Timing and resolution of pending and future rateesa negotiations and other regulatory decisiorduding rate
or other recovery for new investments, transmissemice and environmental compliance).

Resolution of litigation (including pending CleanrAAct enforcement actions and disputes arisingnfrthe
bankruptcy of Enron Corp.).

Our ability to constrain operation and maintenarcss.

Our ability to sell assets at acceptable prices @hér acceptable terms, including rights to sharearning:
derived from the assets subsequent to their sale.

The economic climate and growth in our serviceity and changes in market demand and demogr
patterns.

Inflationary trends.

Our ability to develop and execute a strategy based view regarding prices of electricity, natugak and othe
energy-related commodities.

Changes in the creditworthiness and number ofgjpaints in the energy trading market.

Changes in the financial markets, particularly ¢haffecting the availability of capital and our lapito refinance
existing debt at attractive rates.

Actions of rating agencies, including changes arttings of debt.

Volatility and changes in markets for electricipgtural gas and other energy-related commodities.
Changes in utility regulation, including membersai integration into regional transmission streesu
Accounting pronouncements periodically issued lyoanting standard-setting bodies.

The performance of our pension and other postre@rg benefit plans.

Prices for power that we generate and sell at veiadde

Changes in technology, particularly with respeatéw, developing or alternative sources of genamati

Other risks and unforeseen events, including wieseffects of terrorism (including increased segurosts)
embargoes and other catastrophic events.




AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIAR Y COMPANIES
MANAGEMENT 'S FINANCIAL DISCUSSION AND ANALYSIS OF RESULTS OF O PERATIONS

EXECUTIVE OVERVIEW

Utility Operations Segment Results

Net income from our Utility Operations was $247 lioil for the second quarter of 2005, representimgnarease ¢
$63 million when compared with net income from &liility Operations for the second quarter of 2004e increas
was due to higher retail and wholesale sales, lawaintenance and other operation expenses, th@mitiom of
carrying costs for our Ohio companiemivironmental investments and regional transmissiganization expens
and the accrual of carrying costs on our strandstsdn Texas.

The increase in retail sales is due to the comffect of customer growth and higher usage acadisclasse:
partially due to warmer weather in the latter mdirthe second quarter of 2005. The increase in egdadé sales is fro
higher margins on of§ystem sales. Partially offsetting these favor#@blas are higher fuel costs, as further discu
below in the “Fuel Costs” section, and reducedgnaission revenues.

Acquisitions

In May 2005, we announced an agreement to purdhasé/aterford Energy Center for $220 million. Thetétforc
Energy Center is a natural-gésed plant with capacity of 821 megawatts locatedvaterford, Ohio. This purchase
part of our broad strategy to meet the growing ciypaneeds of our customer base and reduce reliancéhe
marketplace. We expect this acquisition to clostiénthird quarter of 2005.

In June 2005, the PUCO ordered CSPCo to explorpuhehase of the Ohio service territory of MonorgjalPower
which includes approximately 29,000 customers. Qugust 2, 2005, we agreed to terms of a transactidmch
includes the transfer of Monongahela Powé&dhio customer base and the assets that sene ¢hstomers to CSP(
for an estimated sales price of approximately $86om. The sale price will be adjusted based oplwalues of th
acquired assets and liabilities at the closing.date anticipate the purchase, subject to regulaapproval, to clos
late in the fourth quarter of 2005.

Environmental

In June 2005, we revised our environmental investmpeogram that extends from 2004 through 2010 poogectec
investment level of $4.1 billion, from our previoastimate of $3.7 billion. The increase is attrédilé to continue
refinement of our forecast and the ongoing develapnof estimates for our remaining scrubber progrinere coul
be additional changes in our investment programmest¢s as we further evaluate and monitor the imphathe Cleal
Air Interstate Rule and Clean Air Mercury Rule.

In June 2005, we announced five additional locatiatmere we will invest in equipment to continuertgprove the
environmental performance of our cdméd power plants including sites in West Virgin@hio, Kentucky and Texe
These projects will be completed between 2007 &id 2nd are included in both our previous and esvmojecte:
investment level discussed above.

Texas Regulatory Activity

Stranded Cost Recovery
During May 2005, TCC:

« Sold its ownership interest in the South TexasdRtqfSTP) nuclear plant for approximately $314 ignilland the



assumption of liabilities of approximately $22 naifi;

» Received a good cause exception to the true-upawdiow TCC to make its truep filing prior to the closing ¢
the sale of TCC’s ownership interest in Oklauniwhich is still in litigation; and

» Submitted its true-up filing to the PUCT for a finketermination of stranded costs and other truarapunts.

Texas Restructuring Legislation provides for a PLW&Tision within 150 days after filing. A final adis expected i
the fourth quarter of 2005.

TCC Rate Case

In June 2005, the PUCT orally approved a settlenmemCC'’s rate case, which resulted in a net decrease ofil§én
in base rates charged to retail electric providerd wholesale transmission customers. When coupitdreducer
depreciation expense due to revised depreciaties,rthe removal of a mergeglated rate rider credit and other ite
that were approved in the settlement, TCC estimii@spretax income may improve by approximately #dillion
per year.

Fuel Costs

Market prices for coal, natural gas and oil incegedramatically during 2004 and have continuedtogase in 200
These increasing fuel costs are the result of asmng worldwide demand, supply uncertainty, andspartatiol
constraints, as well as other market factors. Weaga price and performance risk, particularly foalcthrough
portfolio of contracts of varying durations and ethuel procurement and management activities. \&ee Hue
recovery mechanisms for about 45% of our fuel cwstsur various jurisdictions. Additionally, abo2%5% of our fue
is used for offsystem sales where prices for our power shouldvalls to recover our cost of fuel. Accordingly,
should recover approximately 70% of fuel cost iases. The remaining 30% of our fuel costs relatagrily to Ohic
and West Virginia customers, where we do not haed ¢ost recovery mechanisms. Such percentagesubject t
change over time based on fuel cost impacts, fapk and freezes and changes to the recovery meoisars
jurisdictions in our individual operating compani

During the second quarter of 2005 as comparedet@dime period in 2004, higher coal costs reducessgnargins k
approximately $44 million and our yeariate reduction in gross margins related to fuetscssapproximately $1(
million. Several major events have impacted fuedtgan 2005. In January, deliveries of coal wedrieted due t
flooding events and restricted shipping on the CRiner at Belleville. Central Appalachian coal delies were als
affected by rail transportation limitations resogfiin performance issues among coal supplierstditread, and AEF
The Union Pacific Railroad claimed, in mMay, a force majeure event due to severe track danmapacting th
delivery of Powder River Basin (PRB) coal. Thatimlead event has reduced, and will continue to redB&B coe
deliveries by roughly 15% through at least Novemd@®5. Since PRB supplies tend to be lower prideuh tou
average, delivered coal costs are being impactkd.fliel cost escalation that began in the secomdteuof 200
resulted in a larger year-over-year variance ferfitst half of 2005 than is expected in the sedoald of 2005.

Energy Policy Act of 2005

The United States House of Representatives andJthied States Senate recently agreed to and padesgesthtior
referred to as the Energy Policy Act of 2005. Thesklent has not yet signed the Energy Policy AQ085 into law
but public statements from representatives of thet&\House indicate that he is likely to do so. Hmergy Policy Ac
of 2005 repeals PUHCA, effective six months aftex tlate of enactment. We believe adoption of therdgnPolicy
Act of 2005 may end litigation challenging our mergvith CSW. The Energy Policy Act of 2005 prowsder ta
credits for the development of certain clean coal amissions technologies and would provide fedevalrelief ir
support of our commitment to build IGCC generatimis.

Additional Information

For additional information on our strategic outlpske “Managemerg’Financial Discussion and Analysis of Res
of Operations,” including “Business Strategyifi our 2004 Annual Report. Also see the remainderoor
“Management’s Financial Discussion and Analysifkesults of Operations” in this Form Q-along with the Note




to Consolidated Financial Statements.

RESULTS OF OPERATIONS

Segments

As outlined in our 2004 Annual Report, our businsgategy and the core of our business are to foaudomesti
electric utility operations. Our previous decistbiat we no longer sought business interests outditlee footprint o
our domestic core utility assets led us to embarkaodivestiture of such noncore assets. Major adisestiture
included the sale in 2004 of two generating plamthe U.K., LIG and Jefferson Island Storage & Habd the sale
January 2005 of a 98% interest in the HPL assatss€juently, the significance of our three Investi:isegments
declining.

Our principal operating business segments and mhajor activities are:

» Utility Operations:
« Domestic generation of electricity for sale to edad wholesale customers.
» Domestic electricity transmission and distribution.

» Investments-Gas Operations:
« Gas pipeline and storage services.
» Gas marketing and risk management activities.

LIG Pipeline Company and its subsidiaries, inclgdiefferson Island Storage & Hub LLC, were classdlifi
as discontinued operations during 2003
and were sold during 2004. We sold a 98% comglhterest in HPL during the first quarter of 300

* Investments-UK Operations:
»  Generation of electricity in the U.K. for sale thelesale customers.
» Coal procurement and transportation to our plants.

UK Operations were classified as discontinued dmera during 2003 and were sold during the thirdrtg
of 2004.

* Investments-Other:
«  Bulk commodity barging operations, wind farms, ipeiedent power producers and other energy
supply related businesses.

Four independent power producers were sold duhiedtird and fourth quarters of 20(

AEP Consolidated Results

Our consolidated Net Income for the three and sontims periods ended June 30, 2005 and 2004 wagllawd
(Earnings and Weighted Average Shares Outstandingliions):

Three Months Ended June 30, Six Months Ended June 30,
2005 2004 2005 2004

Earnings EPS Earnings EPS Earnings EPS Earnings EPS
Utility Operations $ 247$ 064% 184% 04€$ 60C$ 154% 489% 1.2t
Investments - Gas Operations (2) (0.09 (4) (0.0 8 0.0z (14) (0.09)
Investments - Other (2) - 4) (0.01 4 0.01 - -




All Other (a) (26)  (0.0€) (25)  (0.0€) (40)  (0.10 (34) (0.09
Income Before Discontinued

Operations 21¢ 0.57 151 0.3¢ 572 1.47 44C 1.11
Investments - Gas Operations - - 2 - - - 1 -
Investments - UK Operations - - (52) (0.19) (5) (0.0) (64) (0.1¢)
Investments - Other 3 0.01 Q) - 9 0.0z 5 0.01
Discontinued Operations, Net of

Tax 3 0.01 (51) (0.19) 4 0.01 (58 (0.1%)
Net Income $ 221$ 058$ 10C$ 0.2t$ 57€¢$ 14E$ 38:% 0.9¢

Weighted Average Shares
Outstanding 384 39¢€ 38¢ 39¢€

(a) All Other includes the parent company’s interesome and expense, as well as other nonallocatsts.

The earnings per share of any segment does nasemra direct legal interest in the assets abdities allocated to
any one segment but rather represents a diredlyaqgterest in AEP’s assets and liabilities as aleh

Second Quarter of 2005 Compared to Second Qudri&0d

Income Before Discontinued Operations increasedrflion to $218 million in the second quarter &f05 compare
to the second quarter of 2004.

For the second quarter of 2005, our Utility Openagi earnings increased $63 million from second tquanf the
previous year primarily due to load and customewdin in all sectors, an increase in effstem sales margins &
Ohio and Texas carrying cost accruals. These fal@ichanges are partially offset by higher fuelksos

Average shares outstanding decreased to 384 miti@®05 from 396 million in 2004 primarily due tibe commol
stock share repurchase program approved by oudBddirectors in February 2005.

Six Months Ended June 30, 2005 Compared to Six MoBnhded June 30, 2004

Income Before Discontinued Operations increase® $h8lion to $572 million for the six months endddne 30
2005.

For the six months ended June 30, 2005, our Utliperations earnings increased $112 million from shme si
month period of the previous year driven primabiythe Centrica earnings sharing payments receivéthrch 2005
Ohio and Texas carrying cost accruals and lowenteaance and other operation expenses. These lideaiaange
are partially offset by higher fuel costs.

Earnings from our Gas Operations increased $2Zomilfrom the same six month period of the previgest
reflecting favorable results for one month of HPIgperations in 2005 compared with a loss for them®nths o
HPL’s operations in the prior year. We sold a 98% atlitig interest in HPL in January 2005, resultimgdiecrease
operations, maintenance and depreciation expesssslhas decreased interest charges.

The loss from our All Other grouping, primarily repenting parent company income and expenses,aseutes
million in 2005. This increase is primarily due ltmver interest income and lower guarantee feesiveden the
current period.



Average shares outstanding decreased to 389 mili@®005 from 396 million in 2004 primarily due toe commol
stock share repurchase program approved by oudBddirectors in February 2005.

Our results of operations by operating segmentisaissed below.

Utility Operations

Our Utility Operations include regulated revenueshwdirect and variable offsetting expenses and negbortec
commodity trading operations. We believe that aussion of our Utility Operations segment results 20 gros:
margin basis is most appropriate. Gross margingesept utility operating revenues less the reldtsztt costs of fue
and purchased power.

Three Months Ended June

30, Six Months Ended June 30,
2005 2004 2005 2004
(in millions)

Revenues $ 2,66¢ $ 2,54t $ 528: $ 5,147
Fuel and Purchased Power 95¢€ 82C 1,861 1,59¢
Gross Margin 1,712 1,72¢ 3,421 3,54¢
Depreciation and Amortization 317 30¢ 63% 61¢
Other Operating Expenses 94: 994 1,81« 1,882
Operating Income 452 42¢ 972 1,04¢
Other Income (Expense), Net 56 16 204 26
Interest Expense and Preferred Stock
Dividend Requirements 15€ 161 30C 327
Income Taxes 10¢& 94 27¢€ 25¢
Income Before Discontinued Operations $ 247 $ 184 $ 60C $ 48¢€

Summary of Selected Sales Data
For Utility Operations
For the Three and Six Months Ended June 30, 2005 dr2004

Three Months Ended Six Months Ended
2005 2004 2005 2004
Energy Summary (in millions of KWH)
Retail:
Residential 9,95¢ 9,74( 23,18( 23,167
Commercial 9,57¢ 9,39( 18,30¢ 18,16¢
Industrial 13,48( 12,90: 26,25 25,17¢
Miscellaneous 63¢ 80F€ 1,28¢ 1,54¢
Total Retail 33,64¢ 32,83¢ 69,022 68,06(
Texas Retail and Other 161 29¢ 38¢ 522
Total 33,80¢ 33,13¢ 69,41 68,58:
Wholesale 12,13¢ 13,64« 24,77 27,49¢

Texas Wires Delivery 6,73¢ 6,25( 12,254 11,74(




Cooling degree days and heating degree days aresnedmmonly used in the utility industry as a swa of the
impact weather has on results of operations. Cgaleagree days and heating degree days in our edegrigtory for

the quarter and year-to-date periods ended Jun2088, and 2004 were as follows:

Weather Summary
Eastern Region
Actual - Heating
Normal- Heating (a)

Actual - Cooling
Normal- Cooling (a)

Western Regiolib)
Actual - Heating
Normal- Heating (a)

Actual - Cooling
Normal- Cooling (a)

Three Months Ended

Six Months Ended

2004 2005 2004
(in degree days)
16t 16¢ 1,93¢ 2,032
17¢€ 18C 1,98¢ 1,98¢
287 313 287 31¢€
27¢ 27¢ 281 281
26 30 79t 91:
33 33 1,00¢ 1,012
681 65¢ 701 68¢
64t 642 662 66C

(a) Normal Heating/Cooling represents the 30-y®arage of degree days.

(b) Western Region statistics represent PSO/SWERSmmer base only.

Second Quarter of 2005 Compared to Second Qudri&0d

Reconciliation of Second Quarter of 2004 to Secor@uarter of 2005
Income Before Discontinued Operations

Second Quarter of 200+

Changes in Gross Margin:

(in millions)

Retail Margins

Texas Suppl
Transmission Revenu
Off-system Sale
Other Revenue

Changes in Operating Expenses And Othel

Maintenance and Other Operati

Depreciation and Amortizatic
Taxes Other Than Income Tay
Other Income (Expense), N
Interest Expense

Income Taxe:

Second Quarter of 200¢

$ 184
5
(36)
(21)
38
1

(13
46
(9)
5
40
5

87

(12)

$ 247



Income from Utility Operations increased $63 millito $247 million in 2005. The key drivers of tineiease were
$46 million decrease in Maintenance and Other Queraexpenses and a $40 million increase in Otheore
(Expense), Net, partially offset by a $13 millioecdease in gross margin.

The major components of our change in gross mavgie as follows:

Retail margins in our utility business were $5 iaill higher than last year. The primary driver aétincrease we
a 3% increase in volume attributable to load groimtiesidential and commercial classes as wellaasrfible
weather in 2005. The margin increase related tal Igeowth was partially offset by higher fuel cosit
approximately $44 million, which primarily relatésour utilities in the East with inactive fuel akes.

Our Texas Supply business had a $36 million deergagross margin as a result of the sale of a rityajof our
Texas generation assets in the third quarter of 20@ STP in May 2005.

Transmission Revenues decreased $21 million priyndude to the loss of through and out rates as ietzioldby
the FERC. Higher transmission revenues in the EGA&dron because of the addition of SECA rates dbr
offset the change in FERC tariffs.

Margins from Offsystem Sales for 2005 were $38 million higher tB@84 primarily due to higher volumes ¢
favorable price margins.

Utility Operating Expenses and Other changed batwears as follows:

Maintenance and Other Operation expenses decr&dsenhillion. Approximately $11 million of the dease i
due to timing of maintenance projects and diffesp@nding patterns experienced in the second qudr#®05 a:
compared to the same period in 2004. Additionaty2004 we incurred $20 million related to majarsts. Also
an $18 million reduction relates to the sale of Tlexas generation and STP assets and a $19 mmidaurctior
relates to lower labor, incentives, fringes andsinlg service costs. These favorable variances patally offse!
by a $22 million severance accrual in 2005 as altre$ our companywide staffing and budget review, whi
will ultimately reduce our staffing levels by 466gitions.

Other Income (Expense), Net increased $40 milliemarily due to the following:

*  $20 million related to the recognition of carryingsts by TCC on its net stranded generation coststs
capacity auction true-up asset.

e $11 million related to the recognition of carryingsts on environmental and RTO expenses by our
companies related to the

Rate Stabilization Plans.
*  $9 million related to increased AFUDC due to extemsonstruction activities occurring in 2005.

See “Income Taxes” section below for discussiofiunftuations related to income taxes.

Six Months Ended June 30, 2005 Compared to Six MoBnhded June 30, 2004

Reconciliation of Six Months Ended June 30, 2004 t8ix Months Ended June 30, 2005
Income Before Discontinued Operations

(in millions)

Six Months Ended June 30, 200 $ 48¢
Changes in Gross Margin:

Retail Margins (61)

Texas Suppl (56)
Transmission Revenu: (51)
Off-system Sale 34

Other Revenue 7

(127)



Changes in Operating Expenses And Othel

Maintenance and Other Operati 67
Depreciation and Amortizatic (17
Taxes Other Than Income Ta» 1
Other Income (Expense), N 17¢
Interest Expense 27

25¢€
Income Taxe: (17)
Six Months Ended June 30, 200 $ 60C

Income from Ultility Operations increased $112 roillito $600 million in 2005. The key drivers of iherease were
$178 million increase in Other Income (Expense}, &fel a $67 million decrease in Maintenance aneQ@peratior
partially offset by a $127 million decrease in grasargin.

The major components of our change in gross mavgne as follows:

Overall Retail Margins in our utility business we$é1 million lower than last year. The primary @nivof this
decrease was higher delivered fuel costs of apprabaly $100 million, of which the majority relatesour Eas
companies with inactive fuel clauses. The highel frtosts were partially offset by continued custogr@wth
and usage in our residential and commercial classes

Our Texas Supply business had a $56 million deergagross margin due to the sale of a majoritpwf Texa:
generation assets in the third quarter of 20043 in May 2005.

Transmission Revenues decreased $51 million priyndude to the loss of through and out rates as ie@ioldby
the FERC. Higher transmission revenues in the EGé&dron because of the addition of SECA rates dbr
offset the change in FERC tariffs.

Margins from Offsystem Sales for 2005 were $34 million higher tB@A4 primarily due to a 3% growth
volume and favorable price margins partially offisgta $41 million decrease in optimization activity

Utility Operating Expenses and Other changed batwears as follows:

Maintenance and Other Operation expenses decr&é3enhillion. Approximately $10 million of the dease i
due to timing of maintenance projects and diffeisgending patterns experienced in the first six tmoof 200¢
as compared to the same period in 2004. Expenseslower by $60 million primarily due to the carleéibn of
our COLI policies in 2005 and lower labor, inceeSvand outside service costs in 2005. Also, a $ill8omr
reduction relates to the sale in 2004 of our Teyaateration assets. These favorable variances \aetially offset
by a $22 million severance accrual in 2005 as altres our companywide staffing and budget review, whi
will ultimately reduce our staffing levels by 466gitions.

Other Income (Expense), Net increased $178 mifiamarily due to the following:

« $112 million resulting from the receipt of revenuetated to the earnings sharing agreement withrice
as stipulated in the purchase and sale agreemamt tine sale of our REPs in 2002. Agreement
reached with Centrica in March 2005 resolving dispwon how such amounts are to be calculated.

« $37 million related to the recognition of carryingsts on environmental and RTO expenses by our
companies related to the Rate Stabilization Plans.

« $15 million related to increased AFUDC due to extes construction activities occurring in 2005.

« $15 million related to the recognition of carryingsts by TCC on its net stranded generation coststs
capacity auction true-up asset.

Interest Expenses decreased $27 million due teefireancing of higher coupon debt and the retirenoélebt ir
2004 and in the first six months of 2005.



See “Income Taxes” section below for discussiofiunftuations related to income taxes.

InvestmentsGas Operations

Second Quarter of 2005 Compared to Second Qudrg&0d

Our $2 million net loss from Gas Operations beftiszontinued operations compares with a $4 millass recorde
in the second quarter of 2004. Due to the sale3#% controlling interest in HPL in January 200&¢rent year resul
include results from gas trading operations thditwind down over the next several years compacethtee month
of HPL'’s operations in the prior year.

Six Months Ended June 30, 2005 Compared to Six MoBnhded June 30, 2004

Our $8 million net income from Gas Operations befdiscontinued operations compares with a $14 anilloss
recorded in the six months ended June 30, 2004 t@thee sale of a 98% controlling interest in HRALJanuary 200!
current year results include only one month of HPaperations compared to six months of HPPaperations in tr
prior year. The variance consists of a $51 millitatrease in operation, maintenance and depreciatipenses and
$21 million decrease in interest charges offsed B2 million decrease in gross margins and an ii®mincrease ir
income taxes.

Investments- UK Operations

Second Quarter of 2005 Compared to Second Qudrg&0d

Losses included in discontinued operations from lowestments UK Operations segment were zero in 200!
compared to $52 million in 2004 due to the salsuifstantially all operations and assets withinlouestments UK
Operations segment in July 2004.

Six Months Ended June 30, 2005 Compared to Six MoBnhded June 30, 2004

Losses included in discontinued operations fromlouestments UK Operations segment were $5 million in 200!
compared to $64 million in 2004 due to the salsudstantially all operations and assets withinlouestments UK
Operations segment in July 2004. The current peaimgunt represents purchase price trpeadjustments mai
during the first quarter of 2005 related to the £88ale.

Investments- Other

Second Quarter of 2005 Compared to Second Qudri&0d

~

Losses before discontinued operations from our dtments -Other segment decreased by $3 million in 2z
primarily due to the following:

A $5 million decreased loss due to reductions itstamding debt at AEP Communications that occuin

October 2004.

» A $3 million increased profit at MEMCO due to faabte operating conditions and strong freight raieX005.

« A $3 million increased loss at AEP Resources rdl&iebl million of increased losses from the Doarplin 200!
and increased legal and tax expenses of $2 mili@®05.

e The remaining $2 million increased loss relatesséweral items at various subsidiaries, none of kwhg

individually significant.

Six Months Ended June 30, 2005 Compared to Six MoBnhded June 30, 2004




Income before discontinued operations from our $twents -Other segment increased by $4 million in 2
primarily due to the following:

» A 3$5 million increase at CSW Energy Services r@dtea current year gain due to a working capita-tip for
our November 2004 Numanco sale and a release dugprdiability and litigation reserves related tordlota
Electric Vehicle investment due to the resolutiblbopen litigation as of March 31, 2005.

* An $8 million increase due to reductions in outdtag debt at AEP Communications that occurred oD
2004.

« A $5 million increase at AEP Coal mostly relatedtack Lung Trust settlements.

« A $3 million increase at AEP Investments due toithestment writedown of PHPK Technologies, Inc. in 2(
of $1 million, favorable earnings from Pac Hydro$df million in 2005 and $1 million in reduced optas an
maintenance at AEP EmTech.

» A $1 million increase at CSW International relatedax reserve adjustments in June 2005.

« A $2 million increase related to several itemsaious subsidiaries, none of which is individualignificant.

» A $17 million decrease at AEP Resources primaghated to a $2 million favorable judgment on an tRalgar
tax issue received in 2004, a $4 million favoradhéry in 2004 related to capitalized fuel duringistouction o
the Dow Plant, $5 million of increased losses eslab the Dow plant in 2005 and an unfavorableadjxstmer
of $4 million booked in 2005.

» A $3 million decrease at our IPPs resulting fronuafavorable tax adjustment in June 2005.

All Other

Second Quarter of 2005 Compared to Second Qudri&0d

Our parent compang’loss for the second quarter of 2005 increaseaiffiibn in comparison to the second quarte
2004 due to lower interest income in 2005.

Six Months Ended June 30, 2005 Compared to Six MoBnhded June 30, 2004

Our parent compang’loss for the six months ended June 30, 2005 aserk $6 million in comparison to the
months ended June 30, 2004 due to lower interesinie of $7 million and lower guarantee fees reakifrem
affiliates of $2 million, partially offset by lowenterest expense of $2 million due to lower shenn debt borrowing
in 2005 and savings from the redemption of $550ianilsenior unsecured notes in the second quair20@b.

Income Taxes

The effective tax rates for the second quartero®b2and 2004 were 31.8% and 33.9%, respectively.diifierence i
the effective income tax rate and the federal staguate of 35% is due to flotrough of book versus tax tempor
differences, permanent differences, energy prodnatredits, amortization of investment tax creditsl state incon
taxes. The decrease in the effective tax rateinsgoily due to changes in permanent differences.

The effective tax rates for the six months ende€@b2dhd 2004 were 32.3% and 35.1%, respectively.difference i
the effective income tax rate and the federal stagurate of 35% is due to flotrough of book versus tax tempor
differences, permanent differences, energy prodnatredits, amortization of investment tax creditsl state incon
taxes. The decrease in the effective tax rate imgnily due to changes in permanent differences state incom
taxes.

FINANCIAL CONDITION

We measure our financial condition by the strerdtbur balance sheet and the liquidity providedhy cash flows.



Capitalization ($ in millions)

June 30, 2005 December 31, 2004

Common Shareholders’ Equity $ 8,38: 41.1%9% 8,51¢ 40.6%
Cumulative Preferred Stock 61 0.2 61 0.2
Cumulative Preferred Stock (Subject to Manda

Redemption) - - 66 0.2
Longterm Debt, including amounts due within

year 11,91¢ 58.t 12,28 58.7
Short-term Debt 14 01 23 0.1
Total Capitalization $ 20,37: 100.(%$% 20,95: 100.(%

In March 2005, we repurchased 12.5 million shafesun outstanding common stock through an acceddrahar:
repurchase agreement at an initial price of $34&3share. The 12.5 million shares repurchasedruhdeprogran
were subject to a contingent purchase price adprsttmased on the actual purchase prices paid éocdmmon stoc
during the program period. Based on this adjustpmntactual stock purchase price averaged $34d8hare.

In April 2005, we redeemed $550 million of pareatpany senior notes.

As a consequence of the capital changes durinfirthesix months of 2005, our ratio of debt to tatapital decrease
from 59.1% to 58.6% (preferred stock subject to daaory redemption is included in the debt compowétie ratio).

Liquidity

Liquidity, or access to cash, is an important fadto determining our financial stability. We arenomitted tc
preserving an adequate liquidity position.

Credit Facilities

We manage our liquidity by maintaining adequatesel financing commitments. We had an availalieidlity
position, at June 30, 2005, of approximately $3I®h as illustrated in the table below.

Amount Maturity
(in millions)
Commercial Paper Backup:
Revolving Credit Facility $ 1,00( May 200"
Revolving Credit Facility 1,50( March 201!
Septembe
Letter of Credit Facility 20C 200¢
Total 2,70(
Cash and Cash Equivalents 607
Total Liquidity Sources 3,307
Less: AEP Commercial Paper Outstanding -(a)
Letters of Credit Outstandir 5C
Net Available Liquidity at June 30, 2005 $ 3,257

(@) Amount does not include JMG commercial paper ontlitay in the amount of $14 million. This commer
paper is specifically associated with the Gavirusber and does not reduce AERvailable liquidity. The JM



commercial paper is supported by a separate l&ftimedit facility not included above.
Debt Covenants and Borrowing Limitatior

Our revolving credit agreements contain certainec@ants and require us to maintain our percentagkelof to tota
capitalization at a level that does not exceed%?7.bhe method for calculating our outstanding deidt other capit:
is contractually defined. At June 30, 2005, thiscpatage was 53.5%. Nonperformance of these cotenanld resu
in an event of default under these credit agreesn&itJune 30, 2005, we complied with the covenantdained i
these credit agreements. In addition, the acce&eraf our payment obligations, or the obligatiarfscertain of ou
subsidiaries, prior to maturity under any othereggnent or instrument relating to debt outstandingxcess of $&
million would cause an event of default under theslit agreements and permit the lenders to dethe amount
outstanding thereunder payable.

Our revolving credit facilities generally prohimew borrowings if we experience a material advetsange in oL
business or operations. We may, however, make r@vowings under these facilities if we experiencenateria
adverse change so long as the proceeds of suahwogs are used to repay outstanding commerciampénder thi
$1.5 billion revolving credit facility, which mates in March 2010, we may borrow despite a matadakrse chang
if our ratings are BBB (or better) from S&P, andaBgor better) from Moody’s at any time during fheility’s term.

Under an SEC order, we and our utility subsidiac@snot incur additional indebtedness if the iSsueommon equit
would constitute less than 30% (25% for TCC) of aepital. In addition, this order restricts us amal utility
subsidiaries from issuing lortgrm debt unless that debt will be rated investngratie by at least one nations
recognized statistical rating organization. At J30e2005, we were in compliance with this order.

Nonutility Money Pool borrowings, Utility Money Pbborrowings and external borrowings may not exc8&dC ol
state commission authorized limits. At June 30,320@e had not exceeded the SEC or state commissitirorize(
limits.

Credit Ratings

AEP’s ratings have not been adjusted by any radigency during 2005 and AEP, Inc. is currently ofpasitive”
outlook by Moody’s.

Our current ratings by the major agencies are l&safs:

Moody’s S&P Fitch
Short-term Debt P-3 A-2 F-2
Senior Unsecured Debt Baa3 BBB BBB

If AEP or any of its rated subsidiaries receiveuagrade from any of the rating agencies listed apour borrowing
costs could decrease. If we receive a downgradeumcredit ratings by one of the nationally recagui rating
agencies listed above, our borrowing costs coudteese and access to borrowed funds could be welyatiffected.

Cash Flow
Our cash flows are a major factor in managing aathtaining our liquidity strength.

Six Months Ended
June 30,

2005 2004
(in millions)




Cash and Cash Equivalents at Beginning of Period $ 32C $ 77€
Cash Flows From (Used For):

Operating Activities 894 1,27¢
Investing Activities 484 (56%)
Financing Activities (1,09]) (825)
Net Increase (Decrease) in Cash and Cash Equisi 287 (115)
Cash and Cash Equivalents at End of Period $ 607 $ 662
Other Temporary Cash Investments $ 27t $ 40¢

Cash from operations, combined with a bank-spomiscgeeivables purchase agreement and sbort-borrowings
provide necessary working capital and help us noé®tr shorterm cash needs. We use our corporate borrc
program to meet the shddgrm borrowing needs of our subsidiaries. The c@jgoborrowing program includes
Utility Money Pool, which funds the utility subsaties, and a Nonutility Money Pool, which funds thajority of the
nonutility subsidiaries. In addition, we also furad direct borrowers, the shoetim debt requirements of our ot
subsidiaries that are not participants in the NilibuMoney Pool. As of June 30, 2005, we had créaltilities totaling
$2.5 billion to support our commercial paper progrét June 30, 2005, we had no outstanding steont- borrowing:
supported by the revolving credit facilities. IM&hcommercial paper outstanding in the amount dfiillion. This
commercial paper is specifically associated wit @avin scrubber and is not supported by our cfaditities. The
maximum amount of commercial paper outstandingndutie six months ended June 30, 2005 was $25millihe
weighted-average interest rate for our commer@akep during the first six months of 2005 was 2.5%.

We generally use shotérm borrowings to fund working capital needs, @my acquisitions and construction u
long-term funding alternatives are arranged. Saurck longterm funding include issuance of common st
preferred stock or long-term debt and sale-leasebateasing agreements.

In addition to our Cash and Cash Equivalents, wee Hather Temporary Cash Investments on hand tlzabrfan
managing and maintaining our liquidity.

Operating Activities

Six Months Ended

June 30,
2005 2004
(in millions)
Net Income $ 57€ $ 382
Plus: (Income) Loss From Discontinued Operations (4) 58
Income from Continuing Operations 57z 44(
Noncash Items Included in Earnin 594 797
Changes in Assets and Liabilities (272) 38
Net Cash Flows From Operating Activities $ 894 ¢ 1,27¢

The key drivers of the decrease in cash from opaafor the first six months of 2005 are the PemsTontribution:
of $204 million and the Gain on Sales of Asset$1E5 million, $112 million of which relates to teale of our Texe
REPs to Centrica.

2005 Operating Cash Flow

Our Net Cash Flows From Operating Activities weB94 million for the first six months of 2005. Weogucec
Income from Continuing Operations of $572 millioarithg the period. Income from Continuing Operatidos the



period included noncash expense items primarilyd&preciation, amortization, accretion, deferregsaand deferre
investment tax credits. In addition, there is aeuir period favorable impact for a net $43 milllmdance sheet chan
for risk management contracts that are markeghdéoket. These contracts have an unrealized earnmpact a:
market prices move, and a cash impact upon settieoreupon disbursement or receipt of premiums. Méale
contributions of $204 million to our pension trfishd. The other changes in assets and liabiliggsasent items th
had a current period cash flow impact, such asgdsmm working capital, as well as items that repne future right
or obligations to receive or pay cash, such aslasgy assets and liabilities. The current periotivty in these ass:
and liability accounts relates to a number of itethe most significant are a $155 million cash éase from accour
receivable and amcrease in the balance of Taxes Accrued of $171Romi Cash increased related to net acco
receivable due to a higher factored balance at 30n2005. Taxes Accrued increased because ouplueied ta
group was not required to make an estimated fed®rame tax payment during the first quarter of 2@@d paid $4
million, net of refunds received, during the finstlf of 2005.

2004 Operating Cash Flow

Our Net Cash Flows From Operating Activities wete3®illion for the first six months of 2004. Weopluced Incom
from Continuing Operations of $440 million duriniget period. Income from Continuing Operations fog fherioc
included noncash items of $749 million for depréoi® amortization, accretion, deferred taxes amdemec
investment tax credits. There was a current peiagdrable impact for a net $50 million balance stdange for ris
management contracts that were markethéwket. These contracts have an unrealized earmmngact as mark
prices move, and a cash impact upon settlemenpan disbursement or receipt of premiums. The migstifgcant
changes in other activity in the asset and ligbditcounts are an increase in Taxes Accrued of $iiion and $14«
million increase in Fuel, Material and Supplies.

Investing Activities

Six Months Ended

June 30,
2005 2004
(in millions)
Construction Expenditures $ (1,019 % (690
Change in Other Temporary Cash Investments, Net (103) (1)
Purchases of Auction Rate Securities (1,33%) (201)
Proceeds from the Sale of Auction Rate Securities 1,441 203
Proceeds from Sale of Assets 1,50( 131
Other 2 (7)
Net Cash Flows From (Used For) Investing Activities $ 484 $ (56%)

Our Net Cash Flows From Investing Activities wed4 million in 2005 primarily due to proceeds frahe sale ¢
HPL and STP in 2005. We used the cash from asket garepurchase common stock. Our ConstructiqgreBditure
include environmental, transmission and distributiovestments as we had planned. Our remaining tGmi®r
Expenditures for 2005 are estimated to be appraein&1.7 billion.

We purchase auction rate securities with cash abailfor shorterm investment. During the first half of 2005,
purchased $1.3 billion of securities and receivédi $illion of proceeds from sale, which includéet tsale of ot
auction rate securities held at December 31, 2@34reflected above in the Change In Other TempoGasgt
Investments, Net line.

Our Net Cash Flows Used For Investing Activitiesraveés565 million in 2004 primarily due to Constraa
Expenditures partially offset by the proceeds fribra sales of the Pushan Power Plant in China af® Ripeline



Company. The sales were part of our announcedtpldivest noncore investments and assets.
Financing Activities

Six Months Ended

June 30,
2005 2004
(in millions)
Issuance of Common Stock $ 28 $ 11
Repurchase of Common Stock (427) -
Issuance/Retirement of Debt, net (35%) (555)
Retirement of Preferred Stock (66) (4)
Dividends Paid on Common Stock (279) (277)
Net Cash Flows Used For Financing Activities $ (1,09) % (825)

Our Net Cash Flows Used For Financing Activitie@05 were $1.1 billion. During the first six mostof 2005, w
repurchased common stock and reduced outstandiggtéom debt using the proceeds from the sale of HPW
subsidiaries retired $66 million of cumulative geéd stock.

Our Net Cash Flows Used For Financing Activitiesev@825 million in 2004. During 2004, we retirecbtiasing cas
from operating activities. We retired approximat$886 million of longterm debt, excluding $25 million related tc
asset sale. We increased our short-term debt b§ #ll8on and issued approximately $243 millionlofg-term debt.

Off-balance Sheet Arrangements

Under a limited set of circumstances we enter aftdbalance sheet arrangements to accelerate cashbtiarite reduc
operational expenses and spread risk of loss td garties. Our current policy restricts the useofifbalance she
financing entities or structures to traditional mgieng lease arrangements and sales of customeutscreceivab
that we enter in the normal course of business.dfftlvalance sheet arrangements have not changed sagniyi fror
year-end. For complete information on each of tligsbalance sheet arrangements see the “Minonitgrést and Off-
balance Sheet Arrangements” section of “Manageradfitiancial Discussion and Analysis of Results p&fations”
in the 2004 Annual Report.

Summary Obligation Information

A summary of our contractual obligations is incldda our 2004 Annual Report and has not changegifgigntly
from year-end other than the issuances and retiengiiscussed in “Cash Flow™Financing Activitiesbove.

SIGNIFICANT MATTERS

Texas Regulatory Activity

Texas Restructuring

The principal remaining component of the strandest cecovery process in Texas is the PWCdétermination ar
approval of TCC’s net stranded generation costsadinelr recoverable true-up items including carryeogts in TCCS
true-up filing. The PUCT approved TCC'’s requestil®its Trueup Proceeding after the sales of its interest iR,
with only the ownership interest in Oklaunion remag to be settled. On May 19, 2005, the sales@E8 interest i
STP closed. On May 27, 2005, TCC filed its tuperequest seeking recovery of $2.4 billion of steainded costs a
other true-up items which it believes the TexastiReturing Legislation allows. TC&'request includes unrecor:
equity carrying costs through May 27, 2005, allufet carrying costs through September 2005 and arndor



stranded costs that we have previously written(pfincipally, a $238 million provision for a probdabdepreciatio
adjustment recorded in December 2004 based onleodwbgy approved by the PUCT in a nonaffiliatedtyts true-
up order). The PUCT hearing is scheduled to begiSeptember 26, 2005. It is anticipated that th€PWiill issue
final order in the fourth quarter of 2005.

TCC continues to accrue carrying costs on its metip regulatory asset at the embedded 8.12% debtamenp rat
and will continue to do so until it recovers itspapved net true-up regulatory asset. In a nonaféiti utility’s
securitization proceeding, the PUCT issued an owmtdérarch 2005 that resulted in a reduction ind#srying cost
based on an assumed costnudney benefit for accumulated deferred federal nmedaxes retroactively applied
January 1, 2004. In the first half of 2005, TCC dred¢o accrue carrying costs based on this ordeoufim June 3
2005, TCC has computed carrying costs of $483 anilliof which TCC has recognized $317 milliondate. Th
equity component of the carrying costs, which ®©&166 million through June 30, 2005, will be regagd in incom
as collected.

In an April 2005 PUCT open meeting regarding anotfumaffiliated utility’s Truedp Proceeding, the other utility v
required to use a lower rate to compute its cagrgimsts than its filed unbundled cost of servite.raCC’s facts diffe
from the other utilitys; however, if the PUCT ultimately determines thasimilar lower rate be used by TCC
calculate carrying costs on its stranded cost loalaa portion of carrying costs previously recordexlild have to k
reversed and would have an adverse impact on fuasdts of operations and cash flows. Through BMhe200=
such reversal would approximate $60 million, of eth$9 million would apply to amounts accrued in 200

When the True-up Proceeding is completed, TCC ddea file to recover the PUC3pproved net stranded genera
costs and other trugp amounts, plus appropriate carrying costs, tHroagnonbypassable competition transi
charge in the regulated Transmission and Distiou{iT&D) rates and through an additional transiterarge fo
amounts that can be recovered through the sakecofitization bonds.

We believe that our filed $2.4 billion request fecovery of net stranded costs and other tquétems, inclusive «
carrying costs, is recoverable under the Texasr&Reating Legislation and that our $1.7 billion oeded net truex
regulatory asset, inclusive of carrying costs ateJ30, 2005, is probable of recovery at this titdewever, wi
anticipate that other parties will contend in owogeeding that material amounts of our net stranmiesis and/c
wholesale capacity auction true-up amounts shoatdor recovered. To the extent decisions of the PWCTCC'’s
True-up Proceeding differ from our interpretation anglayation of the Texas Restructuring Legislatiord awui
evaluation of other truap orders of nonaffiliated utilities, additionaloprisions for material disallowances
reductions of the net trugp regulatory asset, including recorded carryingtssoare possible. Such disallowar
would have an adverse effect on future resultgefrations, cash flows and possibly financial coadit

TCC Rate Case

TCC has an omroing T&D rate review before the PUCT. In that reggiew, the PUCT has decided all issues e;
the amount of affiliate expenses to include in reserequirements. Through an oral ruling, the Plpproved th
nonunanimous settlement filed in June 2005 thatiges for an $11 million disallowance of affilia¢épenses whic
when combined with the previous decisions, resulta total reduction in TCG@’ annual base rates of $9 million
draft final order has been issued reflecting then$fion reduction in TCCS annual base rates. This reductio
TCC'’s annual base rates will be offset by the elation of a mergerelated rate rider credit of $7 million, an incre
in other miscellaneous revenues of $4 million andearease in depreciation expense of $9 milliosulteg in ¢
prospective increase in estimated annual pretaxregs of $11 million. It is anticipated that the @0 will approve th
final written order at its August 2005 open meetitfgthe final written order differs from the dradirder, it coul
impact projected annual pretax earnings effect.

Ohio Regulatory Activity



Ohio Restructuring

On January 26, 2005, the PUCO approved Rate Satioiin Plans (RSP) for CSPCo and OPCo (the Ohigeaoras)
The plans provided, among other things, for CSP@d @PCo to raise their generation rates by 3% &t
respectively, in 2006, 2007 and 2008 and providedtiditional annual generation rate increasegpdblan averag
of 4% per year based on supporting the need fatiaddl revenues. The plans also provided thatQhe companie
could recover in 2006, 2007 and 2008 environmesdgrlying costs and PJM RTO costs from 2004 and 28@%ed t
their obligation as the Provider of Last ResorOihio’s customer choice program. Pretax earnings wereased b
$14 million for CSPCo and $40 million for OPCo hetfirst half of 2005 as a result of implementihgs tprovision o

the RSP. Of these amounts, approximately $8 million CSPCo and $21 million for OPCo relate to Z
environmental carrying costs and RTO costs.

In February 2005, various intervenors filed appiaras for rehearing with the PUCO regarding its rappl of the
RSP. On March 23, 2005, the PUCO denied all appdica for rehearing. In the second quarter of 200
intervenors filed separate appeals to the Ohio &uperCourt. If the RSP order was determined tolbgal under th
Restructuring Legislation, as contended by theitvgrvenors, it would have an adverse effect onlte®f operation:
cash flow and possibly financial condition. Althduge believe that the RSP plan is legal and wenahti® defen
vigorously the PUCO's order, we cannot predictuhlienate outcome of the pending litigation.

Integrated Gasification Combined Cycle (IGCC) Powelant

On March 18, 2005, CSPCo and OPCo filed a jointliegjon with the PUCO seeking authority to recovesst:
related to building and operating a new approxitgad®0 MW IGCC power plant using cleawal technology. Tt
application proposes cost recovery associated thghlGCC plant in three phases. In Phase 1, the ©tinpanie
would recover approximately $18 million in pcenstruction costs during 2006. In Phase 2, th® ©bimpanies wou
recover approximately $237 million in constructifinancing costs from 2007 through m2@10 when the plant
projected to be placed in commercial operation. pifugosed recoveries in Phases 1 and 2 will beeapphainst tF
4% limit on additional generation rate increases@hio companies could request in 2006, 2007 af8,2inder the
Rate Stabilization Plans. In Phase 3, which begihen the plant enters commercial operation, theo@bimpanie
would recover the projected $1.2 billion cost of thlant and a return on the unrecovered cost ¢sepierating lif
along with fuel, replacement power and operaticsh @aintenance costs.

Oklahoma Regulatory Activity

PSO Rate Revie

PSO has been involved in a commission gtaffated base rate review before the OCC whichaineg 2003. In Marc
2005, a settlement was negotiated and approvedéyALJ. The settlement provides for a $7 milliomaal bas
revenue reduction offset by a $6 million reductiorannual depreciation expense and recovery thréuglhrevenue
of certain transmission expenses previously re@l/ar base rates. In addition, the settlement ahteis a $9 millio
annual merger savings rate reduction rider at tioseoé December 2005. The settlement also providesetovery ove
24 months of $9 million of deferred fuel costs assted with a renegotiated coal transportation reamttand th
continuation of a $12 million vegetation managenratgr, both of which are earnings neutral. Finathe settleme|
stipulates that PSO may not file for a base ratecase before April 1, 2006. The OCC issued anragproving th
stipulation on May 2, 2005, allowing for the implentation of new base rates in June 2005.

PSO Fuel and Purchased Pow:

In 2002, PSO experienced a $44 million undErevery of fuel costs resulting from a reallocatmamong AEP We
companies of purchased power costs for periods psidanuary 1, 2002. In July 2003, PSO offeretheo OCC t



collect those reallocated costs over 18 monthsAugust 2003, the OCC Staff filed testimony recomdieg PS(
recover $42 million of the reallocation over thigEars. Subsequently, the OCC expanded the caseltalé a ful
prudence review of PSO’s 2001 fuel and purchasekpgpractices and offystem sales margin sharing between
East and AEP West companies for the year 2002.u@yr25, 2005, the OCC Staff and two intervenorsditestimon
in which they quantified the alleged improperlyoatted offsystem sales margins between AEP East and AEP
companies. Their overall recommendations relatethéoallocation would result in an increase in $fstem sale
margins and thus, a reduction in PS@ecoverable fuel costs through June 2005 of asuatrbetween $38 millic
and $47 million.

On June 10, 2005, the OCC decided to have its staffluct a prudence review of PSGuel and purchased pov
practices for 2003.

Management is unable to predict the ultimate eféé¢hese proceedings on revenues, results of bpesacash flow
and financial condition.

Virginia and West Virginia Regulatory Activity

APCo Virginia Environmental and Reliability Cost

In April 2004, the Virginia Electric Restructuringct was amended to include a provision which pesmétcovery
during the extended capped rate period ending DieeeB1, 2010, of incremental environmental comgiaand T&L
system reliability (E&R) costs prudently incurrefiiea July 1, 2004. On July 1, 2005, APCo filed guest with th
Virginia SCC seeking approval for the recovery é2%million in incremental E&R costs through June 3006
Approximately $14 million of the amount requestegresents incremental E&R costs for the twelve homrinde
June 30, 2005 and $48 million represents projeicie@mental E&R costs to be incurred for the twetvenths endin
June 30, 2006. The $62 million request relatestarenmental controls on coéiFed generators to meet the first pr
of the Clean Air Interstate Rule and Clean Air MexcRule finalized earlier this year, recovery loé incremental co
of the Jacksons Feriyoming 765 kilovolt transmission line constructi@amd other incremental T&D syst
reliability costs.

APCo requested that a twelmsenth E&R recovery factor be applied to electricvex® bills on an interim bas
beginning August 1, 2005. If approved, the recoviactor will be applied as a 9.18% surcharge taarusr bills
APCo proposed the difference between the actuedmental costs incurred and the cost recoverediliject to futur
rate adjustment.

On July 14, 2005, the Virginia SCC issued an ottt established a procedural schedule in ABQuwbceedin
including a public hearing on February 7, 2006. Dhder provided that no portion of APGoapplication shou
become effective pending further decision of thegWila SCC. Each party to the proceeding may &lgal argumen
on or before September 6, 2005, on whether anderuwtiat circumstances, the Virginia SCC has théaity tc
make effective, on an interim basis subject tordfuany portion of APCa requested rate change. We are unal
predict the final outcome of this proceeding. ¥ tirginia SCC denies recovery of net incrementabants deferre
it would adversely affect future results of operasi and cash flows.

APCo and WPCo West Virginia Rate Ca

On July 1, 2005, APCo and WPCo formally notified fublic Service Commission of West Virginia ofithetent tc
file a joint general rate case seeking increasestail rates in the third quarter of 2005. Then§lwill include, amon
other things, a request to reinstate the suspeexjgahded fuel, net energy and purchased powereckus to provic
for scheduled rate recovery of significant enviremtal and transmission expenditures. As of June2805 an
December 31, 2004, we had $52 million of previousWerrecovered fuel, net energy and purchased powes
related to APCo recorded in regulatory liabilitid#danagement is unable to predict the ultimate efééchis filing or



revenues, results of operations, cash flows arahéiml condition.

FERC Order on Regional Through and Out Rates

A load-based transitional transmission rate mechanismASB€came effective December 1, 2004 to mitigageldis:
of revenues due to the FERC2limination of through and out (T&O) transmissiates. SECA transition rates ar:
effect through March 31, 2006. The FERC has seSHEEA rate issue for hearing and indicated thatSBEA rate
are being recovered subject to refund. We recogn&eCA revenues of $32 million and $57 million tbe secon
guarter and first half of 2005, respectively. bd#ion, we recognized $11 million of SECA revenuedecembe
2004. Intervenors in that proceeding are objectmghe SECA rates and our method of determiningéhiate:
Management is unable to determine the probableoméof the FERC’s SECA rate proceeding.

In a March 31, 2005 FERC filing, we proposed arrgase in the revenue requirements and rates fosnrasiol
service, and certain ancillary services in the AeRe of PIM. The customers receiving these seraoeshe AE
East companies and municipal, cooperative wholesatites and retail customers that exercise retaice that ha\
load delivery points in the AEP zone of PIJM. Aspmeed, the transmission service rates will increage/o steps
first to reflect an increase in the revenue regquéets, and then to reflect the loss of revenues ttee SECA transitic
rates on April 1, 2006. On May 31, 2005, the FERCeated the filing, set the issues for hearing, sugpended tl
effective date of the proposed rates until Novenih&005, subject to refund with interest if lowates are eventua
approved. The FERC accepted the st®p increase concept, such that the transmissitas will automaticall
increase on April 1, 2006, if the SECA revenuesseda be collected, and to the extent that replacémates are n
established. In a separate proceeding, at AEP’mgirghe FERC instituted an investigation of PdMonal rat
regime, indicating that the present regime may neduk replaced through establishment of regioaigsr that woul
compensate AEP, among others, for the regionalicgeprovided by high voltage facilities they owrattbenefi
customers throughout PJM. This investigation presid\EP an opportunity to propose and support a iRéw rat
regime that could mitigate losses from the elimorabf T&O transmission rates and the discontineaoicthe SEC,
rate collections.

The AEP East companies received approximately $aBiéon of T&O rate revenues for the twelve montiisde
September 30, 2004, the twelve months prior to A&iRing PJM. The portion of those revenues assediatitt
transactions for which the T&O rate was eliminatedl replaced by SECA transition rates was $17JiamillAt this
time, management is unable to predict whether tBEA transition rates will fully compensate the AHRS
companies for their lost T&O revenues for the per@ecember 1, 2004 through March 31, 2006 and veh,
effective with the expiration of the SECA transiticates on March 31, 2006, the resultant increasbd AEP Ea:
zonal transmission rates applicable to AEP’s irdklvad and wholesale transmission customers in’ AEene will b
sufficient to replace the SECA transition rate rex&s. In addition, we are unable to predict whethereffect of th
loss of transmission revenues will be recoverabladimely basis in the AEP East state retail glicisons and fror
wholesale customers within the AEP zone. If, ( ®ECA transition rates do not fully compensate A&Pits los
T&O revenues through March 31, 2006, (ii)) AEP zomahsmission rates are not sufficiently increasgdhe FER(
after March 31, 2006 to replace the lost T&O/SE@Renues, (iii) the FERG’review of our current SECA rate res
in a rate reduction which is subject to refund(i@y any increase in the AEP East companteshsmission costs frc
the loss of transmission revenues are not fullpveped in retail and wholesale rates on a timekihand (v) if th
FERC does not approve a new rate within PJM oriwithe PJM and MidWest ISO Regions that compendai
AEP’s T&O revenue losses, future results of operatimash flows and financial condition would be adeé
affected.

Litigation

We continue to be involved in various litigationsdabed in the “Significant Factors - Litigatiorsection o
Managemens Financial Discussion and Analysis of Results gief@tions in our 2004 Annual Report. The Z
Annual Report should be read in conjunction witis tieport in order to understand other litigatibattdid not hav



significant changes in status since the issuancauof2004 Annual Report, but may have a materiglaich on oL
future results of operations, cash flows and fimelncondition. Other matters described in the 28@4ual Report thi
did not have significant changes during the fiigt months of 2005, that should be read in ordeg&in a ful
understanding of our current litigation include) @oal Transportation Dispute, (2) Shareholdérgigation, (3]
Potential Uninsured Losses, (4) Enron BankruptsyBank of Montreal Claim, (6) Natural Gas Markkegsvsuits, (7
Conserstone Lawsuit and (8) TEM Litigation. Addiadly, refer to the Commitments and Contingencaestrfote i
our Condensed Notes to Condensed Consolidateddta&tatements for further discussion of theseemst

Federal EPA Complaint and Notice of Violation
See discussion of New Source Review Litigation initisignificant Factors - Environmental Matters.”
Merger Litigation

In 2002, the U.S. Court of Appeals for the Disto€tColumbia ruled that the SEC did not adequagalylain that th
June 15, 2000 merger of AEP with CSW meets theireapents of the PUHCA and sent the case back t&H@ fo
further review. Specifically, the court told the GBo revisit the basis for its conclusion that therger met PUHC
requirements that utilities be “physically intero@cted” and confined to a “single area or regidn.January 2005,
hearing was held before an ALJ.

On May 3, 2005, the ALJ issued an Initial Decisaamcluding that the AEP System is “physically iotarnected’bui
is not confined to a “single area or regioflierefore, the ALJ concluded that the combined AEFRW system do
not constitute a single integrated public utiliggem under PUHCA. Management believes that they@eneneets tt
requirements of PUHCA and has filed a petition feview of this Initial Decision, which the SEC hgimnted. Th
SEC is reviewing the Initial Decision. We believdoation of the Energy Policy Act of 2005 may eniétior
challenging our merger with CSW.

Texas Commercial Energy, LLP Lawsuit

Texas Commercial Energy, LLP (TCE), a Texas RH®&d fa lawsuit in federal District Court in CorpubriSti, Texas
in July 2003, against us and four of our subsidgrcertain nonaffiliated energy companies and ERCiDe actiol
alleges violations of the Sherman Antitrust Acgud, negligent misrepresentation, breach of fidyaity, breach (
contract, civil conspiracy and negligence. Thegate®ns, not all of which are made against the ABRpanies, rang
from anticompetitive bidding to withholding powdrCE alleges that these activities resulted in psigi&es requirin
TCE to post additional collateral and ultimatelyded it into bankruptcy when it was unable to rgisiees to it
customers due to their fixed price contracts. Thiealeges over $500 million in damages for alleshelants and see
recovery of damages, exemplary damages and costs.cbwo additional parties, Utility Choice, LLC dr€irrc
Energy Corporation, sought leave to intervene aspifs asserting similar claims. In June 2004 @ourt dismisse
all claims against the AEP companies. TCE has dpgpdhe trial cours decision to the United States Cour
Appeals for the Fifth Circuit. The Fifth Circuitssed its decision in June 2005 and affirmed theeto@ourts
decision. In March 2005, Utility Choice, LLC andrfdi Energy Corporation filed in U.S. District Couwatleging
similar violations as those alleged in the TCE lavdn April 2005, the defendants filed a Motiom $tay this cas
pending the outcome of the appeal in the TCE case.

SWEPCo Notice of Enforcement and Notice of Citiz8nit

On July 13, 2004, two special interest groups dsu@otice of intent to commence a citizen suiteurtie CAA fo
alleged violations of various permit conditionsgarmits issued to SWEPCo's Welsh, Knox Lee, ankieRiplants
The allegations at the Welsh Plant concern compdianith emission limitations on particulate matterd carbo
monoxide, compliance with a referenced design hmgait value, and compliance with certain reportiaguirement:
The allegations at the Knox Lee Plant relate tordueipt of an ofspecification fuel oil, and the allegations at By



Plant relate to testing and reporting of volatitgamic compound emissions. On March 10, 2005, gotaint was file
in Federal District Court for the Eastern DistrétTexas by the two special interest groups, atiggiiolations of th
CAA at Welsh Plant. SWEPCo filed a response tactiraplaint in May 2005.

On July 19, 2004, the Texas Commission on EnvirantedleQuality (TCEQ) issued a Notice of Enforcemén
SWEPCo relating to the Welsh Plant containing areany of findings resulting from a compliance invgation at th
plant. The summary includes allegations concernscampliance with certain recordkeeping and repo
requirements, compliance with a referenced desgat imput value in the Welsh permit, compliancenhvatfuel sulfu
content limit, and compliance with emission limits sulfur dioxide. On April 11, 2005, TCEQ issuad Executiv
Director’'s Preliminary Report and Petition recommending ¢h&y of an enforcement order to undertake ce
corrective actions and assessing an administratimalty of $228,312 against SWEPCo based on alleigéations o
certain representations regarding heat input aabddharacteristics in SWEPQopermit application and the violatic
of certain recordkeeping and reporting requireme®¥8EPCo responded to the preliminary report aritigge on May
2, 2005. The enforcement order contains a recomatemdthat would limit the heat input on each Walstit to the
referenced heat input contained within the permgliaation within 10 days of the issuance of a fiR&EQ order an
until a permit amendment is issued. SWEPCo hadquely requested a permit alteration to removerdfierences to
specific heat input value for each Welsh unit.

On August 13, 2004, TCEQ issued a Notice of Enimeat to SWEPCo relating to the dfbecification fuel o
deliveries at the Knox Lee Plant. On April 11, 200%EQ issued an Executive Direc®iPreliminary Report al
Petition recommending the entry of an enforcemedéemand assessing an administrative penalty @&58bagain:
SWEPCo based on alleged violations of certain pgereduirements at Knox Lee. SWEPCo responded t
preliminary report and petition on May 2, 2005.

Management is unable to predict the timing of artyrie action by TCEQ or the special interest groupthe effect ¢
such actions on results of operations, cash flawsancial condition.

Environmental Matters

As discussed in our 2004 Annual Report, there arerging environmental control requirements thatexpect wil
result in substantial capital investments and djmeral costs. The sources of these future requinésnaclude:

- Legislative and regulatory proposals to adopt gént controls on SQ, NO, and mercury emissions from coal-
fired power plants,

» Clean Water Act rules to reduce the impacts of wiateke structures on aquatic species at certouppowe
plants, and

» Possible future requirements to reduce carbon degmissions to address concerns about globalteliamange.

This discussion updates certain events occurring2®5. You should also read the “Significant Fagter
Environmental Matters” section within Managemsrifinancial Discussion and Analysis of Results peftions i
our 2004 Annual Report for a description of all eenmental matters affecting us, including, but lmited to, (1) th
current air quality regulatory framework, (2) estited air quality environmental investments, (3) @wnprehensiy
Environmental Response Compensation and Liabilty(8uperfund) and state remediation, (4) globataile chang
(5) carbon dioxide public nuisanckaims, (6) costs for spent nuclear fuel disposdl @ecommissioning, and (7) Cle
Water Act regulation.

Future Reduction Requirements for SQ, NO, and Mercury
Regulatory Emissions Reductions

In January 2004, the Federal EPA published two gseg rules that would collectively require reduasioo



approximately 70% each in emissions of SONO , and mercury from codired electric generating units by 2(
(2018 for mercury). This initiative has two maja@mgponents:

« The Federal EPA proposed a Clean Air Interstatee ROIAIR) to reduce SQ and NO, emissions across t
Eastern United States (29 states and the DistfiC@otumbia) and make progress toward attainmerthefnev
fine particulate matter and groutel/el ozone national ambient air quality standafdeese reductions could a
satisfy these statesbligations to make reasonable progress towardedtienal visibility goal under the regiol
haze program.

» The Federal EPA proposed to regulate mercury eamsgrom coal-fired electric generating units.

On March 14, 2005, the Administrator of the Fed&RA signed the final CAIR. The rule is slightlywiged from th
proposed version released in January 2004, angdeslboth a seasonal and annual NOntrol program as well as
annual SO, control program. All of the states in which our geating facilities are located will be subject he
seasonal and annual NQcontrol programs and the annual $@ontrol program, except for Texas, Oklahoma
Arkansas. Texas will be subject to the annual @ogr only. Arkansas will be subject to the seasdifal, contro
program only. Oklahoma is not affected by CAIRatidition, the compliance deadline for Phase |ierNO, contro
program has been accelerated to 2009, and wikcepdny obligations imposed by the NState Implementation Pl
(SIP) Call in 2009.

On March 15, 2005, the Administrator of the Fed&RBRA signed a final Clean Air Mercury Rule (CAMRat will
permit mercury emission reductions to be achievethfexisting sources through a national cap4aade approac
The cap-and-trade approach would include a twogmasrcury reduction program for cdakd utilities. The fine
CAMR imposes a national cap on mercury emissioms) fcoalfired power plants of 38 tons by 2010 and 15 toy
2018.

In April 2004, the Federal EPA Administrator sigreeghroposed rule detailing how states should aradyw includ
"Best Available Retrofit Technology" (BART) requments for individual facilities in their SIPs todrdss region:
haze. The requirements apply to facilities builineen 1962 and 1977 that emit more than 250 tonggae of certali
regulated pollutants in specific industrial categeyrincluding utility boilers. On June 15, 2003 t~ederal EPA issu
its final "Clean Air Visibility Rule"” (CAVR). The ecord for the final rule contains an analysis th&nonstrates th
for electric generating units subject to CAIR, CAMI result in more visibility improvements thanART would
provide. Therefore, states that adopt the CAIR alewved to substitute CAIR for controls otherwissguired b
BART. On July 20, 2005, the Federal EPA also issagutoposed rule detailing the requirements foemssion
trading program that can satisfy the BART requiretador the regional haze program.

The changes in the Federal EBAinal CAIR, CAMR and CAVR have not caused usduwise our estimates of 1
capital investments necessary to achieve compliavitte these requirements. However, the final rulege state
substantial discretion in developing their rulesigplement these programs, and states will havenb8ths afte
publication of the notice of final rulemaking tolsuit their revised SIPs. In addition, both the CAlR] CAMR hav
been challenged in the United States Court of Algpéar the District of Columbia. As a result, thdétimate
requirements may not be known for several yearsmag depart significantly from the rules descriltente. If the
final rules are remanded by the court, if statestahot to participate in the federal cap-aratle programs, or if sta
elect to impose additional requirements on indigidunits that are already subject to CAIR and/@& @AMR, ou
costs could increase significantly. The cost of pbamce could have an adverse effect on futureltsesti operation:
cash flows and financial condition unless recovdrenh customers.

New Source Review Litigatio

Under the CAA, if a plant undertakes a major maaifion that directly results in an emissions inseggermittin
requirements might be triggered and the plant neyelguired to install additional pollution conttechnology. Thi
requirement does not apply to activities such agime maintenance, replacement of degraded equiporefailec



components, or other repairs needed for the reljaalfe and efficient operation of the plant.

The Federal EPA and a number of states have allag&tb, CSPCo, I&M, OPCo and other nonaffiliateditigis
modified certain units at codiked generating plants in violation of the new m@ureview requirements of the C#/
The Federal EPA filed its complaints against ourssdiaries in U.S. District Court for the South@®istrict of Ohio
The Court also consolidated a separate lawsuitaied by certain special interest groups, with Fleeleral EPA cas
The alleged modifications occurred at our genegatinits over a 2@ear period. A bench trial on the liability iss
was held during July 2005. Briefing is underway atla$ing arguments will be heard on September @252

In June 2004, the Federal EPA issued a Notice ofation (NOV) in order to “perfectits complaint in the pendi
litigation. The NOV expands the number of allegedotifications” undertaken at the Amos, Cardinal, Cones
Kammer, Muskingum River, Sporn and Tanners Creaktpl during scheduled outages on these units frong
through the present. Approximately otiérd of the allegations in the NOV are already teamed in allegations ma
by the states or the special interest groups inpmeding litigation. The Federal EPA filed a motitmamend it
complaints and to expand the scope of the pendiggtion. The AEP subsidiaries opposed that motinrSeptembe
2004, the judge disallowed the addition of claimghe pending case. The judge also granted motmmssmiss

number of allegations in the original filing. Sufeently, the Federal EPA and eight Northeastertrestach filed ¢
additional complaint containing the same allegatiagainst the Amos and Conesville plants thatutlgg disallowe
in the pending case. The Northeastern stat@siplaint has been assigned to the same judge ib 8. District Cou
for the Southern District of Ohio. AEP filed an aes to the Northeastern statesmplaint in January 2005 and to
Federal EPA’s complaint in July 2005, denying thegations and stating its defense.

On June 24, 2005, the United States Court of Apgpeailthe District of Columbia Circuit issued a wgan affirming
in part the new source review reform regulationspaeld by the Federal EPA in December 2002. Thet eqaireld th
Federal EPA’s decision to apply an actual-to-futaotual emissions test, utilizing a fiyear look back period
establish actual baseline emissions for utilitiesl @ tenyear period for other sources, and excluding irswme
emissions unrelated to a physical change from tbgegted emissions, including emissions associati¢gd deman:
growth. The court vacated the Federal E®Atoption of a broad pollution control project les@on that include
projects that result in a significant collateraligsions increase, and the “clean urgplicability test, and remanc
certain recordkeeping requirements to the Fedd?al.E

We are unable to estimate the loss or range ofrkdaged to any contingent liability we might haee civil penaltie:
under the CAA proceedings. We are also unableddigtr the timing of resolution of these matters thuéhe numbe
of alleged violations and the significant numbelissiues yet to be determined by the Court. If wendiprevail, w
believe we can recover any capital and operatirsgscof additional pollution control equipment thady be require
through regulated rates and market prices for eb@gt If we are unable to recover such costsfonaterial penaltie
are imposed, it would adversely affect future rssaf operations, cash flows and possibly financaddition.

Emergency Release Reportit

The Comprehensive Environmental Response Compensatnd Liability Act (Superfund) requires immed
reporting to the Federal EPA for releases of hamssdsubstances to the environment above the ightiéportabl
quantity (RQ). The Environmental Planning and Comityu Right-toKnow Act (EPCRA) requires immedi:
reporting of releases of hazardous substancesithsd property boundaries of the releasing facility

On July 27, 2004, the Federal EPA Region 5 issmeddministrative Complaint related to the allegadure of 1&M
to immediately report under Superfund and EPCRAoaeber 2002 release of sodium hypochlorite froenGool
Plant. 1&M and the Federal EPA signed a Final Cahgegreement and Final Order related to the Adnhais/e
Complaint effective June 30, 2005. I&M will pay ammaterial civil penalty and invest in a supplenad
environmental project at the Cook Plant.



On December 21, 2004, the Federal EPA notified OBfGts intent to file a Civil Administrative Comgint, alleging
one violation of Superfund reporting obligationgldawo violations of EPCRA for failure to timely reft a June 20(
release of an RQ amount of ammonia from OR@&avin Plant selective catalytic reduction systéhe Federal EP
indicated its intent to seek civil penalties. IrbReary 2005, OPCo provided relevant informatiort tha Federal EP
should consider in advance of any filing.

Critical Accounting Estimates

See the “Critical Accounting Estimates” section“®fanagement Financial Discussion and Analysis of Resuli
Operations”in the 2004 Annual Report for a discussion of tlséineates and judgments required for regule
accounting, revenue recognition, the valuatioroofjHived assets, the accounting for pension and gibstretiremet
benefits and the impact of new accounting pronoonecgs.




QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT RISK ~ MANAGEMENT ACTIVITIES

Market Risks

As a major power producer and marketer of wholesketricity, coal and emission allowances, oulitytOperation:
segment has certain market risks inherent in osmlegs activities. These risks include commoditgeprisk, interes
rate risk, foreign exchange risk and credit riskey represent the risk of loss that may impactuestd changes in t
underlying market prices or rates.

Our Investmentsas Operations segment continues to hold forwasl ogatracts that were not sold with the
pipeline and storage assets. These contracts ianarpy financial derivatives with some physicalntacts which wil
gradually wind down and completely expire in 200Lr risk objective is to keep these positions riskitral throug
maturity.

We have established policies and procedures tlmav als to identify, assess, and manage marketesiglosures in ol
day-today operations. Our risk policies have been reviewih our Board of Directors and approved by ousk
Executive Committee. Our Chief Risk Officer admiars our risk policies and procedures. The RiskcHbee
Committee establishes risk limits, approves riskicpes, and assigns responsibilities regarding akiersight an
management of risk and monitors risk levels. Memlmdrthis committee receive daily, weekly, and rhgnteport:
regarding compliance with policies, limits and pdares. Our committee meets monthly and consistheofChie
Risk Officer, Credit Risk Management, Market Riske@sight, and senior financial and operating marsege

We actively participate in the Committee of ChieblROfficers (CCRO) to develop standard disclosusrisk
management activities around risk management adstrdhe CCRO is composed of the chief risk of§cef majo
electricity and gas companies in the United Stafiéee CCRO adopted disclosure standards for riskagemer
contracts to improve clarity, understanding andsegiency of information reported. Implementatiorthod disclosure
is voluntary. We support the work of the CCRO amdeénembraced the disclosure standards. The folgpwable:
provide information on our risk management acegti

Mark -to-Market Risk Management Contract Net Assets (Liabiliies)

This table provides detail on changes in our MTIgea®r liability balance sheet position from onequkto the next.

MTM Risk Management Contract Net Assets
Six Months Ended June 30, 2005

(in millions)
Investments- Investments-
Utility Gas UK
Operations Operations Operations Total

Total MTM Risk Management Contract Net
Assets

(Liabilities) at December 31, 2004 $ 277 % - $ (12) $ 26E
(Gain) Loss from Contracts Realized/Settled
During the Period (a) (52 4) 12 (44)
Fair Value of New Contracts When Entered
During the Period (b) 2 - - 2
Net Option Premiums Paid/(Received) @ - - (1)

Change in Fair Value Due to Valuation
Methodology Changes - - - -



Changes in Fair Value of Risk Management

Contracts (d) 30 3) - 27
Changes in Fair Value of Risk Management
Contracts Allocated to
Regulated Jurisdictions (e) (13) - - (13)
Total MTM Risk Management Contract Net
Assets
(Liabilities) at June 30, 2005 24 $ (7) $ - 23€
Net Cash Flow and Fair Value Hedge Contract (37)
Ending Net Risk Management Assets aiune 30
2005 $ 19¢
(@) “(Gain) Loss from Contracts Realized/Settlagtibg the Period’includes realized gains from risk manager

(b)

(©)
(d)

(€)

(f)

contracts and related derivatives that settledhdu2005 where we entered into the contract pri@O@b.

“Fair Value of New Contracts When Entered IDgrthe Period” represents the fair value at inceptf long-
term contracts entered into with customers duri@@52 Most of the fair value comes from longer tedmed
price contracts with customers that seek to lifdirt risk against fluctuating energy prices. Ineaptvalue i
only recorded if observable market data can beimddafor valuation inputs for the entire contragtn. The
contract prices are valued against market curvaescasted with the delivery location and delivemyme

“Net Option Premiums Paid/(Received¥gflects the net option premiums paid/(received)tteesy relate t
unexercised and unexpired option contracts eniar2d05.

“Changes in Fair Value of Risk Management Caxts”represents the fair value change in the risk manag
portfolio due to market fluctuations during the remt period. Market fluctuations are attributabdevariou:
factors such as supply/demand, weather, storage, et

“Changes in Fair Value of Risk Management Guois Allocated to Regulated Jurisdictionsfates to the n
gains (losses) of those contracts that are no¢ateftl in the Condensed Consolidated Statementscofrie
These net gains (losses) are recorded as regukadeeys/liabilities for those subsidiaries thatrafeein regulate
jurisdictions.

“Net Cash Flow and Fair Value Hedge Contra¢setax) are discussed in detail within the folilogvpages.

Detail on MTM Risk Management Contract Net Assetsl(iabilities)
As of June 30, 2005

(in millions)
Investments-
Utility Gas
Operations Operations  Total

Current Assets $ 37€¢ $ 222 $ 59¢
Noncurrent Asset 52¢ 164 69<
Total Assets 90~ 38¢€ 1,291
Current Liabilities (325) (217) (542)
Noncurrent Liabilities (337) (17€) (519)
Total Liabilities (662) (393 (1,05
Total Net Assets (Liabilities),

excluding Hedges $ 24 $ (7) 23¢€




Reconciliation of MTM Risk Management Contracts to
Total MTM Risk Management Contract Net Assets (Liahlities)
As of June 30, 2005

(in millions)
MTM Risk
Managemen
Contracts PLUS:
(@) Hedges Total (b)

Current Assets $ 50¢ $ 13 59¢
Noncurrent Asset 69:< 1 694
Total MTM Derivative Contract
Assets 1,291 2 1,29:
Current Liabilities (542) (36) (57¢)
Noncurrent Liabilities (519 (3) (51€)
Total MTM Derivative Contract
Liabilities (1,059 (39 (1,099

Total MTM Derivative Contract Net
Assets $ 23€ $ B $ 19¢

(@) Does not include Cash Flow and Fair Value Hsdg

(b) Represents amount of total MTM derivative cacts recorded within Risk Management Assets, Liengr Risl
Management Assets, Risk Management Liabilities &wehgterm Risk Management Liabilities on «
Condensed Consolidated Balance Sheets.

Maturity and Source of Fair Value of MTM Risk Management Contract Net Assets (Liabilities)

The table presenting maturity and source of faiueaof MTM risk management contract net assetdi(iiees)
provides two fundamental pieces of information.

» The source of fair value used in determining theyoag amount of our total MTM asset or liabilitgxterna
sources or modeled internally).

» The maturity, by year, of our net assets/liab#itigiving an indication of when these MTM amountl settle
and generate cash.

Maturity and Source of Fair Value of MTM
Risk Management Contract Net Assets (Liabilities)
Fair Value of Contracts as of June 30, 2005
(in millions)

After
Remainder 2009 Total
2005 2006 2007 2008 2009 (c) (d)

Utility Operations:
Prices Actively Quoted - Exchange Traded
Contracts $ (32)% 6% 23% -$ -$ -5 (3

Prices Provided by Other External Sources - OT



Broker Quotes (a) 99 107 52 39 - - 297
Prices Based on Models and Other Valuation

Methods (b) (40) (60) (18) 7 33 27 (51)
Total $ 27 53% 57% 46% 33% 27% 24c
Investments - Gas Operations:

Prices Actively Quoted - Exchange Traded

Contracts $ B3 (% 5% -$ -$ -5 ()
Prices Provided by Other External Sources - O

Broker Quotes (a) 20 3 3 - - - 14
Prices Based on Models and Other Valuation

Methods (b) 3) (3) - (2) (4) (2 (14)
Total $ 12%  (13)% 2% (2)% (4)% (2)% (7)
Total:

Prices Actively Quoted - Exchange Traded

Contracts $ (37)%$ (D$ 28% -9 -$ -$ (10
Prices Provided by Other External Sources - O

Broker Quotes (a) 11¢ 104 49 39 - - 311
Prices Based on Models and Other Valuation

Methods (b) (43) (63) (18) 5 29 25 (65)
Total $ 39 40% 59% 443% 29% 25% 23¢

(@) Prices Provided by Other External Sources- @F@ker Quotes reflects information obtained fromemthe-
counter brokers (OTC), industry services, or midtiparty on-line platforms.
(b) Prices Based on Models and Other Valuation Methsda the absence of pricing information from ert
sources, modeled information is derived using w@uamodels developed by the reporting entity, aetihc
when appropriate, option pricing theory, discountegh flow concepts, valuation adjustments, etd. raay
require projection of prices for underlying comntei beyond the period that prices are availaldenfthird-
party sources. In addition, where external pridmigrmation or market liquidity is limited, such luations ar

classified as modeled.

(c) There is mark-to-market value in excess ofpgécent of our total mark-torarket value in individual perio
beyond 2009. $24 million of this mark-to-marketuais in 2010.

(d) Amounts exclude Cash Flow and Fair Value Hedge

The determination of the point at which a markehdslonger liquid for placing it in the Modeled egbry in thi
preceding table varies by market. The followingdateports an estimate of the maximum tenors (eshtmaturities

of the liquid portion of each energy market.

Maximum Tenor of the Liquid Portion of Risk Management Contracts

As of June 30, 2005

Commodity Transaction Class Market/Region Tenor
(in months)
Natural Gas Futures NYMEX/Henry Hub 60
Physical Forwards Gulf Coast, Texas 36
Swaps Gas East - Northeast, Mid-continent,
Gulf Coast, Texas 36
Swaps Gas West - Rocky Mountains, West Coa 42



Exchange Option Volatility NYMEX/Henry Hub 12
Power Futures Power East - PIM 36
Physical Forwards Power East - MISO Cin Hub 42
Physical Forwards Power East - PJM West 42
Physical Forwards Power East - AEP Dayton (PJM) 18
Physical Forwards Power East - NEPOOL 42
Physical Forwards Power East - NYPP 42
Physical Forwards Power East - ERCOT 42
Physical Forwards Power East - Com Ed 18
Physical Forwards Power East - Entergy 6
Physical Forwards Power West - Palo Verde, Mead 54
Physical Forwards Power West - North Path 15, South Path 54
Physical Forwards Power West - Mid Columbia 54
Peak Power Volatility (Options) Cinergy, PIJM 12
Crude Ol Swaps West Texas Intermediate 36
Emissions Credits SO,, NO, 42
Coal Physical Forwards PRB, NYMEX, CSX 30

Cash Flow Hedges Included in Accumulated Other Commehensive Income (Loss) (AOCI) on the Condens
Consolidated Balance Sheets

We are exposed to market fluctuations in energyroodity prices impacting our power and gas operatioie
monitor these risks on our future operations angl employ various commodity instruments and castv thedges t
mitigate the impact of these fluctuations on thiifel cash flows from assets. We do not hedge atincodity price
risk.

We employ the use of interest rate forward and stwapsactions in order to manage interest rate taskxisting
floating rate debt and to manage interest rate xgoon anticipated borrowings of fixeate debt. We do not hec
all interest rate exposure.

The tables below provide detail on designated,céffe cash flow hedges included in our CondensedsGlaate!
Balance Sheets. The data in the first table indg#te magnitude of cash flow hedges that we haysaice. Onl
contracts designated as cash flow hedges are extandAOCI. Therefore, economic hedge contractciviaire nc
designated as effective cash flow hedges are mddkethrket and are included in the previous risk mamnesge
tables. This table further indicates what portiohglesignated, effective hedges are expected tedassified into ni
income in the next 12 months. The second tableigesvthe nature of changes from December 31, 20@4re 3(
2005.

Information on energy commodity risk managementivdigts is presented separately from interest ragk
management activities.

Cash FlowHedges included in Accumulated Other Commhensive Income (Loss)
On the Condensed Consolidated Balance Sheet as ah& 30, 2005
(in millions)

Accumulated After Tax
Other Portion Expected



Comprehensive to be Reclassified

Income to Earnings
(Loss) After Tax  During the Next
(a) 12 Months (b)
Power and Gas $ (19 $ (18)
Interest Rate (32) (5)
Total $ (1) $ (23)

Total Accumulated Other Comprehensive Income (LossActivity
Six Months Ended June 30, 2005

(in millions)
Power Interest
and Gas Rate Total
Beginning Balance, December 31, 2004 $ 23 $ (23) $ -
Changes in Fair Value (c) (15) (12 (27)
Reclassifications from AOCI to Net Income (d) (27) 3 (24)
Ending Balance, June 30, 2005 $ (19) $ (32 $ (51)

(@) “Accumulated Other Comprehensive Income (Lég&r Tax” - Gains/losses are net of related income taxe
have not yet been included in the determinationedfincome; reported as a separate component cdlsbiders’
equity on the balance sheet.

(b) “After Tax Portion Expected to be ReclassiftedEarnings During the Next 12 Months’Amount of gains ¢
losses (realized or unrealized) from derivativesduas hedging instruments that have been defenddaa
expected to be reclassified into net income dutireggnext 12 months at the time the hedged tramsaefiect:
net income.

(c) “Changes in Fair Value” €hanges in the fair value of derivatives designa@gsdash flow hedges during
reporting period that are not yet settled at JUhe2B05. Amounts are reported net of related inctaxes.

(d) “Reclassifications from AOCI to Net Income'Gains or losses from derivatives used as hedgistguiments i
cash flow hedges that were reclassified into Nebhme during the reporting period. Amounts are regabnet o
related income taxes.

Credit Risk

We limit credit risk by assessing creditworthinegspotential counterparties before entering inengactions wit
them and continuing to evaluate their creditwomtss after transactions have been initiated. Orir @ entity he
met our internal credit rating criteria will we erd unsecured credit. We use Mo®JyS&P and qualitative a
guantitative data to assess the financial healttoahterparties on an ongoing basis. Our analysispnjunction witl
the rating agencieshformation, is used to determine appropriate pakameters. We also require cash deposits, |
of credit and parental/affiliate guarantees as rsigctrtom counterparties depending upon credit fyah our norma
course of business.

We have risk management contracts with numeroustequarties. Since open risk management contraetsadue:
based on changes in market prices of the relatesmalities, our exposures change daily. At June€805, our cred
exposure net of collateral to sub investment giamenterparties was approximately 12.4%,expressddrms of ne
MTM assets and net receivables. As of June 30, 2b@5ollowing table approximates our counterpargdit qualit
and exposure based on netting across commoditgsiyiments and legal entities where applicablenjihons, exceg
number of counterparties):



Exposure Net Exposure

Before Number of of
Credit Credit Net Counterparties Counterparties
Counterparty Credit Quality Collateral Collateral Exposure >10% >10%
Investment Grade $ 767 $ 14C $ 627 2% 17¢
Split Rating 13 3 10 1 9
Noninvestment Grad 19z 11€ 77 3 66
No External Ratings
Internal Investment Grade 50 - 50 1 34
Internal Noninvestment Grade 25 6 19 2 17
Total $ 1,04¢ $ 265 $ 785 9% 304

Generation Plant Hedging Information

This table provides information on operating measuegarding the proportion of output of our getenafacilities
(based on economic availability projections) ecoivatty hedged, including both contracts designaesdcash floy
hedges and contracts not designated as cash fldgebe This information is forwarldoking and provided on
prospective basis through December 31, 2007. Tdbfetpresents a point-iime estimate, subject to change:
market conditions and our decisions on how to managerations and risk. “Estimated Plant Output Hedg
represents the portion of MWHSs of future generdparduction for which we have sales commitmentgsirmate
requirement obligations to customers.

Generation Plant Hedging Information
Estimated Next Three Years
As of June 30, 2005

Remainder
2005 2006 2007

Estimated Plant Output Hedged 91% 85% 85%

VaR Associated with Risk Management Contracts

We use a risk measurement model, which calculaéd® @ measure our commaodity price risk in the nsnagemel
portfolio. The VaR is based on the variamoeariance method using historical prices to esemaeplatilities an
correlations and assumes a 95% confidence levehamiday holding period. Based on this VaR analysiduae 3(
2005, a near term typical change in commodity grisenot expected to have a material effect onresults o
operations, cash flows or financial condition.

The following table shows the end, high, averagd,law market risk as measured by VaR year-to-date:

VaR Model
Six Months Ended Twelve Months Ended
June 30, 2005 December 31, 2004
(in millions) (in millions)
End High Average Low End High Average Low
$4 $5 $2 $1 $3 $19 $5 $1

Our VaR model results are adjusted using standatitical treatments to calculate the CCRO VaPRoripg metric:
listed below.



CCRO VaR Metrics
(in millions)

Average for High for Low for
June 30, Year-to-Date Year-to-Date Year-to-Date
2005 2005 2005 2005
95% Confidence Level, Ten-Day Holding Perio $ 15 % 9 % 17 $ 5

99% Confidence Level, One-Day Holding Peric $ 6 $ 4 % 79 2

We utilize a VaR model to measure interest ratekatarsk exposure. The interest rate VaR modebaseld on a Mon
Carlo simulation with a 95% confidence level andreeyear holding period. The volatilities and corredas wer
based on three years of daily prices. The riskobémtial loss in fair value attributable to our egpre to interest rate
primarily related to longerm debt with fixed interest rates, was $540 wnilliat June 30, 2005 and $601 milliol
December 31, 2004. We would not expect to liquidateentire debt portfolio in a ongear holding period. Therefo
a near term change in interest rates should noermally affect our results of operations, cash #oar financie
position.

We employ risk management contracts including piajdorward purchase and sale contracts, exchantgeet an
options, over-thesounter options, swaps, and other derivative cotdréo offset price risk where appropriate.
engage in risk management of electricity, gas,,@alssions and to a lesser degree other commadigea result, w
are subject to price risk. The amount of risk talewcontrolled by risk management operations andChief Rist
Officer and risk management staff. When risk mansg@ activities exceed certain ptetermined limits, tF
positions are modified or hedged to reduce the toske within the limits unless specifically appedvby the Ris
Executive Committee.




AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIAR Y COMPANIES

CONDENSED CONSOLIDATED STATEMENTS OF INCOME
For the Three and Six Months Ended June 30, 2005 dr2004
(in millions, except per-share amounts)

REVENUES

Utility Operations
Gas Operations
Other

TOTAL

EXPENSES

Fuel for Electric Generation
Purchased Electricity for Resale
Purchased Gas for Resale
Maintenance and Other Operation
Depreciation and Amortization
Taxes Other Than Income Taxes

TOTAL

OPERATING INCOME

Other Income
Other Expense
Investment Value Losses

INTEREST AND OTHER CHARGES

Interest Expense
Preferred Stock Dividend Requirements of
Subsidiaries

TOTAL

INCOME BEFORE INCOME TAXES
Income Taxes

INCOME BEFORE DISCONTINUED
OPERATIONS

DISCONTINUED OPERATIONS, Net of Tax
NET INCOME

WEIGHTED AVERAGE NUMBER OF
SHARES OUTSTANDING

(Unaudited)
Three Months Ended Six Months Ended
2005 2004 2005 2004
$ 2,64¢ $ 2,508 $ 5,18¢ $ 5,08¢
19 77¢ 37€ 1,431
10E 124 194 25¢
2,77% 3,411 5,75¢ 6,77¢
772 734 1,54z 1,42¢
18- 87 31¢c 17C
1 701 25C 1,28¢
875 97¢ 1,66: 1,84:
32t 32C 652 63¢
17z 181 361 374
2,327 3,001 4,782 5,73¢
44¢ 41C 974 1,03¢
10€ 59 34t 121
(40) (38) (10€) (74)
- 2 - 2
18¢ 19¢ 361 39¢
3 1 5 3
191 20C 36¢€ 401
321 22¢ 847 68C
10z 78 27¢ 24(
21¢& 151 572 44(C
3 (52) 4 (58)
$ 221 % 10C $ 57¢ $ 382
384 39¢ 38¢ 39¢




EARNINGS PER SHARE

Income Before Discontinued Operations $ 057 $ 03¢ % 147 $ 1.11
Discontinued Operations 0.01 (0.13) 0.01 (0.15)
TOTAL EARNINGS PER SHARE (BASIC

AND DILUTIVE) $ 0.5¢ $ 0.2t $ l1.4¢ $ 0.9¢
CASH DIVIDENDS PAID PER SHARE $ 0.3t $ 0.3t $ 0.7C $ 0.7C

See Condensed Notes to Consolidated Financial Statements.




CONDENSED CONSOLIDATED BALANCE SHEETS

AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIAR Y COMPANIES

ASSETS
June 30, 2005 and December 31, 2004
(in millions)
(Unaudited)
2005 2004
CURRENT ASSETS

Cash and Cash Equivalents $ 607 32C
Other Temporary Cash Investments 27¢ 27¢%
Accounts Receivable:

Customers 717 93(

Accrued Unbilled Revenues 354 592

Miscellaneous 33 79

Allowance for Uncollectible Accounts (46) (77)

Total Accounts Receivable 1,05¢ 1,52¢
Fuel, Materials and Supplies 72¢ 852
Risk Management Assets 59¢ 737
Margin Deposits 112 113
Other 15C 20C
TOTAL 3,53( 4,021

PROPERTY, PLANT AND EQUIPMENT

Electric:

Production 16,34¢ 15,96¢

Transmission 6,36¢ 6,29:

Distribution 10,47: 10,28(
Other (including gas, coal mining and nuclear fuel) 3,09¢ 3,58t
Construction Work in Progress 1,29¢ 1,15¢
Total 37,57¢ 37,28¢
Accumulated Depreciation and Amortization 14,68 14,48t
TOTAL - NET 22,89: 22,80:

OTHER NONCURRENT ASSETS

Regulatory Assets 3,701 3,601
Securitized Transition Assets 622 642
Spent Nuclear Fuel and Decommissioning Trusts 1,09t 1,05:
Investments in Power and Distribution Projects 13¢ 154
Goodwill 76 7€
Long-term Risk Management Assets 694 47C
Prepaid Pension Obligations 384 38¢
Other 754 831
TOTAL 7,47( 7,21
Assets Held for Sale 46 62¢




TOTAL ASSETS $ 33,93¢ $ 34,66

See Condensed Notes to Consolidated Financial Statements.




AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIAR Y COMPANIES
CONDENSED CONSOLIDATED BALANCE SHEETS
LIABILITIES AND SHAREHOLDERS’ EQUITY
June 30, 2005 and December 31, 2004

(Unaudited)
2005 2004
CURRENT LIABILITIES (in millions)
Accounts Payable $ 92t $ 1,051
Short-term Debt 14 23
Long-term Debt Due Within One Year (a) 1,064 1,27¢
Cumulative Preferred Stocks of Subsidiaries Suligebandatory Redemption - 66
Risk Management Liabilities 57¢ 60¢
Accrued Taxes 78¢ 611
Accrued Interest 18C 18C
Customer Deposits 38C 414
Other 60z 775
TOTAL 4,531 5,007
NONCURRENT LIABILITIES
Long-term Debt (a) 10,85: 11,00¢
Long-term Risk Management Liabilities 51€ 32¢
Deferred Income Taxes 4,66: 4,81¢
Regulatory Liabilities and Deferred Investment Teredits 2,61¢ 2,54(
Asset Retirement Obligations 86( 827
Employee Benefits and Pension Obligations 54€ 73C
Deferred Gain on Sale and Leaseback - Rockport Plam 2 162 16€
Deferred Credits and Other 747 411
TOTAL 20,96« 20,83(
Liabilities Held for Sale 1 25C
TOTAL LIABILITIES 25,49¢ 26,08
Cumulative Preferred Stock Not Subject to MandatoryRedemption 61 61
Commitments and Contingencies (Note 5)
COMMON SHAREHOLDERS’ EQUITY
Common Stock Par Value $6.50:
2005 2004
Shares Authorized 600,000,00  600,000,00
Shares Issued 405,896,57  404,858,14
(21,499,992 and 8,999,992 shares were held inungas$ June 30, 2005
and December 31, 2004, respectively) 2,63¢ 2,632
Paid-in Capital 3,81 4,20:

Retained Earnings 2,321 2,02¢



Accumulated Other Comprehensive Income (Loss) (396) (344)

TOTAL 8,38- 8,51t

TOTAL LIABILITIES AND SHAREHOLDERS' EQUITY $ 33,93¢ $ 34,66

(a) See Accompanying Schedule.

See Condensed Notes to Consolidated Financial Statements.




AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIAR Y COMPANIES

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Six Months Ended June 30, 2005 and 2004

(in millions)
(Unaudited)

OPERATING ACTIVITIES

Net Income
Plus: (Income) Loss from Discontinued Operations

Income from Continuing Operations
Adjustments for Noncash Items:
Depreciation and Amortization
Accretion of Asset Retirement Obligations
Deferred Income Taxes
Deferred Investment Tax Credits
Asset Impairments, Investment Value Losses andr@Rbetated Charges
Carrying Costs
Amortization of Deferred Property Taxes
Mark-to-Market of Risk Management Contracts
Pension Contributions
Over/Under Fuel Recovery
Gain on Sales of Assets
Change in Other Noncurrent Assets
Change in Other Noncurrent Liabilities
Changes in Certain Components of Working Capital:
Accounts Receivable, Net
Fuel, Materials and Supplies
Accounts Payable
Taxes Accrued
Customer Deposits
Interest Accrued
Other Current Assets
Other Current Liabilities

Net Cash Flows From Operating Activities

INVESTING ACTIVITIES

Construction Expenditures

Change in Other Temporary Cash Investments, Net
Purchases of Auction Rate Securities

Proceeds from the Sale of Auction Rate Securities
Proceeds from Sale of Assets

Other

Net Cash Flows From (Used For) Investing Activities

FINANCING ACTIVITIES

Issuance of Common Stock
Repurchase of Common Stock

2005 2004
57€ $ 382
(4) 58
572 44C
652 63¢
35 31
(75) 92
(15) (13)

- 2
(56) -
10 (4)
43 50
(204) (8)
(45) 70
(115) 3)
(80) 10
(121) (34)
15¢ 157
(29) (144)
84 (15¢€)
172 14C
(34) 83
5 8

63 7
(119) (74)
894 1,27¢
(1,019) (690)
(109) (1)
(1,339 (201)
1,441 202
1,50( 131
2 )
484 (56E)
28 11
(427) -



Issuance of Long-term Debt
Change in Short-term Debt, Net
Retirement of Long-term Debt
Retirement of Preferred Stock
Dividends Paid on Common Stock

Net Cash Flows Used For Financing Activities

Net Increase (Decrease) in Cash and Cash Equivalent
Cash and Cash Equivalents at Beginning of Period

Cash and Cash Equivalents at End of Period

Net Increase in Cash and Cash Equivalents from Disatinued Operations
Cash and Cash Equivalents from Discontinued Operatins - Beginning of
Period

Cash and Cash Equivalents from Discontinued Operabns - End of
Period

See Condensed Notes to Consolidated Financial Statements.

1,66( 247
27 18¢

(2,040) (98€)

(66) (4)

(279) (277)

(1,091 (825)

287 (115)

32¢ 77¢

$ 607 662
$ - 2
- 13

$ - 15




AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIAR Y COMPANIES
CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN COM MON SHAREHOLDERS’
EQUITY AND COMPREHENSIVE INCOME (LOSS)

For the Six Months Ended June 30, 2005 and 2004

DECEMBER 31, 2003
Issuance of Common Stock
Common Stock Dividends
Other

TOTAL

COMPREHENSIVE INCOME
Other Comprehensive Income (Loss), Ne
of Tax:
Foreign Currency Translation
Adjustments,
Net of Tax of $0

Cash Flow Hedges, Net of Tax of $41
Minimum Pension Liability, Net of Tax ¢
$10

NET INCOME

TOTAL COMPREHENSIVE INCOME

JUNE 30, 2004

DECEMBER 31, 2004
Issuance of Common Stock
Common Stock Dividends
Repurchase of Common Stock
Other

TOTAL

COMPREHENSIVE INCOME
Other Comprehensive Income (Loss), Ne
of Tax:

Foreign Currency Translation
Adjustments,
Net of Tax of $0
Cash Flow Hedges, Net of Tax of $28
NET INCOME
TOTAL COMPREHENSIVE INCOME
JUNE 30, 2005

(in millions)
(Unaudited)

Common Stock Accumulated

Other
Paid-in Retained Comprehensive
Shares Amount Capital Earnings Income (Loss) Total

404$ 2,62¢ $ 4,18.$ 1,49 $ (426)$ 7,87
1 4 7 11
(277) (277)

2 2

7,61(

(1)
75

(1)
75

17 17
382

VE

382

40t $ 263C $ 419:$ 159 $ (335 ¢ 8,08¢

408 $ 2,632
1 6

$ 420:% 2,02¢ 8%
22

(344 $ 8,51¢
28

(279

(427)

15

7,85¢

(279)
(427)
15

(1)
(51)
57€
524

(1)
(51)
57€

40€ $ 2,63¢ $ 381:$ 2,321 % (396)$ 8,382




% Condensed Notes to Consolidated Financial Satements.




AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIAR Y COMPANIES
CONDENSED SCHEDULE OF CONSOLIDATED LONG-TERM DEBT
June 30, 2005 and December 31, 2004

(Unaudited)
(in millions)
2005 2004

First Mortgage Bonds $ 24z % 417
Defeased TCC First Mortgage Bonds (a) 84 84
Installment Purchase Contracts 2,05t 1,77:
Notes Payabl 92¢ 93¢
Senior Unsecured Notes 7,292 7,717
Securitization Bonds 66¢ 69¢
Notes Payable to Tru 113 113
Equity Unit Senior Notes (b) 34t 34-
Long-term DOE Obligation (c) 232 22¢
Other Long-term Debt 3 14
Equity Unit Contract Adjustment Payments 4 9
Unamortized Discount, Net (51) (51)
TOTAL LONG-TERM DEBT OUTSTANDING 11,91¢ 12,28
Less Portion Due Within One Year 1,064 1,27¢
TOTAL LONG-TERM PORTION $ 10,85: $ 11,00¢

(@)

(b)
(©)

On May 7, 2004, we deposited cash and treasuryiteswof $125 million with a trustee to defeaskeddITCC's
outstanding First Mortgage Bonds. Trust fund assgtded to this obligation of $70 and $72 milliare include
in Other Temporary Cash Investments at June 3@ a6 December 31, 2004, respectively, and $22omidre
included in Other Noncurrent Assets in the CondérSensolidated Balance Sheets at both June 30, &
December 31, 2004. Trust fund assets are restriotegkclusive use in funding the interest and gipal due o
the First Mortgage Bonds.

In June 2005, we remarketed $345 million of 5.75§aify Unit Senior Notes originally issued in Jurgd2 witt
new notes bearing a 4.709% interest rate. See “Rentirag of Senior Notes” section of Note 11.

Pursuant to the Nuclear Waste Policy Act of 1982/1(a nuclear licensee) has an obligation with Wrtec
States Department of Energy for spent nuclear disgglosal. The obligation includes a dimae fee for nucle:
fuel consumed prior to April 7, 1983. I&M is thelgrAEP subsidiary that generated electric powehwiticlea
fuel prior to that date. Trust fund assets of $&6Kion and $262 million related to this obligatiane included i
Spent Nuclear Fuel and Decommissioning Trustsendbndensed Consolidated Balance Sheets at JuBOCE
and December 31, 2004, respectively.




10.
. Financing Activities
. Company-wide Staffing and Budget Review
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AMERICAN ELECTRIC POWER COMPANY, INC. AND SUBSIDIAR Y COMPANIES
CONDENSED NOTES TO CONSOLIDATED FINANCIAL STATEMENT S

1. SIGNIFICANT ACCOUNTING MATTERS

General

The accompanying unaudited interim financial sta&et® should be read in conjunction with the 2004 /&t Repol
as incorporated in and filed with our 2004 FormKLO-

In the opinion of management, the unaudited intdnrancial statements reflect all normal and reiagriaccruals ar
adjustments that are necessary for a fair presentat our results of operations for interim pesod

Other Income and Other Expense

The following table provides the components of @tlmeome and Other Expense as presented in our éDsel
Consolidated Statements of Income:

Three Months Ended June

30, Six Months Ended June 30,
2005 2004 2005 2004
(in millions) (in millions)

Other Income:
Interest and Dividend Income $ 14 $ 5 $ 25 % 11
Equity Earnings 2 3 7 1C
Nonutility Revenue 29 29 92 58
Gain on Sale of Texas REPs - - 112
Carrying Charges 36 (1) 56 1
Other 25 23 53 41
Total Other Income $ 10€ $ 59 $ 34 $ 121
Other Expense:
Nonutility Expense $ 21 $ 23 $ 78 $ 51
Other 19 15 28 23
Total Other Expense $ 40 $ 38 $ 10€ $ 74

Components of Accumulated Other Comprehensive Ineofhoss)

The following table provides the components thahstibute the balance sheet amount in Accumulateklel
Comprehensive Income (Loss):

Decembe
June 30, 31,
2005 2004
Components (in millions)
Foreign Currency Translation Adjustments, net &f ta $ 5 $ 6
Securities Available for Sale, net of tax (1) (1)

Cash Flow Hedges, net of tax (51) -
Minimum Pension Liability, net of tax (34¢9) (349)




Total $ (396) $ (344

At June 30, 2005, we expect to reclassify approtetga$23 million of net losses from cash flow heslge
Accumulated Other Comprehensive Income (Loss) toliN®me during the next twelve months at the ttheehedge
transactions affect Net Income. The actual amotims are reclassified from Accumulated Other Corhensive
Income (Loss) to Net Income can differ as a restitharket fluctuations. Eighteen months is the mmaxn length c
time that we are hedging our exposure to varighitittuture cash flows with contracts designatedash flow hedge:

Accounting for Asset Retirement Obligations (AR

The following is a reconciliation of the beginniagd ending aggregate carrying amounts of ARO:

Wind Mills
Nuclear Ash and Mining
Decommissioning Ponds Operations Total
(in millions)
ARO at January 1, 2005, Including STP $ 96C $ 84 $ 32 % 1,07¢
Accretion Expense 31 3 1 35
Liabilities Incurred - - 8 8
ARO at June 30, 2005, Including STP 991 87 41 1,11¢
Less ARO Liability for STP (a) (25€) - - (25€)
ARO at June 30, 2005 $ 73t $ 87 $ 41 $ 865(b)

(@) The ARO for TCCs share of STP was included in Liabilities Held $ale at December 31, 2004 and
subsequently transferred to the buyer with the isatbe second quarter of 2005 (see “Texas Pl3ntgh Texa
Project” section of Note 7).

(b) The current portion of our ARO, totaling $3 milliois included in Other in the Current Liabilitiescsion in ou
Condensed Consolidated Balance Sheets.

Accretion expense is included in Maintenance antie©tOperation expense in our accompanying Cond
Consolidated Statements of Income.

At June 30, 2005 and December 31, 2004, the fairevaf assets that are legally restricted for psgsoof settling tt
nuclear decommissioning liabilities totaled $832llion and $791 million, respectively, relating too@k Plan
recorded in Spent Nuclear Fuel and Decommissiohiagts in our Condensed Consolidated Balance Sheets

Supplementary Informatior

Three Months Ended Six Months Ended
June 30, June 30,
2005 2004 2005 2004
Related Party Transactions (in millions)
AEP Consolidated Purchased Power - Ohio Valley
Electric
Corporation (44.2% owned by AEP System) $ 48 $ 36 $ 91 $ 70
Six Months Ended June 30,
2005 2004
Cash Flow Information (in millions)

Cash was paid (received) for:



Interest (net of capitalized amounts) $ 322 % 37¢

Income Taxes 86 (43)
Change in construction-related Accounts Payableided in Investing Activities -
Construction Expenditures 9 (22
Noncash Investing and Financing Activitit

Acquisitions Under Capital Leases 22 27

(Disposition) of Liabilities Related to Divestitiwre (22 (12)

Reclassifications

Certain prior period financial statement items haeen reclassified to conform to current periodsentation. Suc
reclassifications had no impact on previously reggbNet Income.

In connection with preparation of the first quaé€2005 financial statements, we concluded thati$ appropriate
classify our auction rate securities as other tgamyocash investments. Previously, such investméat$ bee
classified as cash and cash equivalents. Accordimgg have revised the classification to excluadenfrtash and ca
equivalents $103 million at December 31, 2004, anihclude such amounts as other temporary casbsiment:
There were no auction rate securities held at J8@e 2005. At December 31, 2003, auction rate skes
approximated $200 million. These revisions hadmpact on our previously reported results of operegj operatin
cash flows or working capital.

2. NEW ACCOUNTING PRONOUNCEMENTS

Upon issuance of exposure drafts or final pronomesds, we review the new accounting literature dtednine th
relevance, if any, to our business. The followiagresents a summary of new pronouncements issuetpbtamente
during 2005 that we have determined relate to perations.

SFAS 123 (revised 200/'Share-Based Payment” (SFAS 123R)

In December 2004, the FASB issued SFAS 123R, “SBased PaymentSFAS 123R requires entities to recog
compensation expense in an amount equal to thevédire of shardsased payments granted to employees.
statement eliminates the alternative to use thengit value method of accounting previously aua#aunde
Accounting Principles Board (APB) Opinion No. 25c@ounting for Stock Issued to Employeeshe statement
effective as of the first annual period beginnifigraJune 15, 2005, with early implementation péedi A cumulativ
effect of a change in accounting principle is relear for the effect of initially adopting the statemh

We will implement SFAS 123R in the first quarter 2006 using the modified prospective method. Thethmc
requires us to record compensation expense faavedirds we grant after the time of adoption andetmgnize th
unvested portion of previously granted awards tlatain outstanding at the time of adoption as ¢ogiisite service
rendered. The compensation cost will be based ergthntdate fair value of the equity award. We do not e
implementation of SFAS 123R to materially affect cesults of operations, cash flows or financiaiditon.

In March 2005, the SEC issued Staff Accounting &l No. 107 (SAB 107), which conveys the SEC Staffews ol
the interaction between SFAS 123R and certain SH€S rand regulations. SAB 107 also provides the Sta@'s
views regarding the valuation of share-based pay@reangements for public compani®ge will apply the principle
of SAB 107 in conjunction with our adoption of SFA33R.

SFAS 154"Accounting Changes and Error Corrections” (SFAS 1

In May 2005, the FASB issued SFAS 154, which regga8PB Opinion No. 20, “Accounting Changearid FASE
Statement No. 3, “Reporting Accounting Changesnterim Financial StatementsThe statement applies to
voluntary changes in accounting principle and cleangsulting from adoption of a new accounting ptmtemer



that does not specify transition requirements. SBA8 requires retrospective application to prioriqus’ financia
statements for changes in accounting principleasnieis impracticable to determine either the qubspecific effect
or the cumulative effect of the change. SFAS 1546 a¢quires that retrospective application of angkan accountir
principle be limited to the direct effects of thieange. Indirect effects of a change in accountimgciple should b
recognized in the period of the accounting chai®§6AS 154 is effective for accounting changes amdections o
errors made in fiscal years beginning after Decenile 2005 with early implementation permitted &mcountini
changes and corrections of errors made in fiscatsybeginning after the date this statement ises8FAS 154
effective for us beginning January 1, 2006 and ballapplied when applicable.

FASB Interpretation No. 47 “Accounting for Conditinal Asset Retirement Obligations” (FIN 47)

In March 2005, the FASB issued FIN 47, which intetp the application of SFAS 143c¢counting for Asse
Retirement Obligations.’FIN 47 clarifies that the term conditional assetireenent obligation refers to a le
obligation to perform an asset retirement activityvhich the timing and/or method of settlement evaditional on
future event that may or may not be within the parif the entity. Entities are required to recartiability for the fai
value of a conditional asset retirement obligatfotie fair value of the liability can be reasonalelstimated. FIN 4
also clarifies when an entity would have sufficiemtormation to reasonably estimate the fair vabfean asst
retirement obligation.

We will implement FIN 47 during the fourth quarter the fiscal year ending December 31, 2005. Imngletation wil
require a potential adjustment for the cumulatiffeat for any nonregulated operations of initiadigopting FIN 47 t
be recorded as a change in accounting principse/alure of pro forma liabilities and asset retieatobligations, ar
other additional disclosures. We have not completgdevaluation of any potential impact to our tesaf operation
or financial condition.

EITF Issue 0313 “Applying the Conditions in Paragraph 42 of FABStatement No. 144, Accounting for the
Impairment or Disposal of Lon-Lived Assets, in Determining Whether to Report Eesitinued Operations”

This issue developed a model for evaluating whashdlows are to be considered in determining wdrethsh flow
have been or will be eliminated and what types ohtiouing involvement constitute significant cormiing
involvement when determining whether to report Digued Operations. During the first quarter 0@20we applie
this issue to components that were disposed oflassified as held for sale, including the HPL dspon (se
“Houston Pipe Line Company” section of Note 7).

Future Accounting Changes

The FASB’s standardetting process is ongoing and until new standaade been finalized and issued by FASB
cannot determine the impact on the reporting of @perations that may result from any such futuranges. Th
FASB is currently working on several projects irthg accounting for uncertain tax positions, busgneombination
liabilities and equity, revenue recognition, pensmans, fair value measurements and related t@acts. We als
expect to see more FASB projects as a result of desire to converge International Accounting Steds with thos
generally accepted in the United States of Ameridege ultimate pronouncements resulting from these fature
projects could have an impact on our future resafltsperations and financial position.

3. RATE MATTERS

As discussed in our 2004 Annual Report, our suas&B are involved in rate and regulatory procegslet the FER
and at state commissions. The Rate Matters noteénaatur 2004 Annual Report should be read in coctjon with
this report in order to gain a complete understagnadif material rate matters still pending. The daling section
discuss current activities and update the 2004 AhReport.



APCo Virginia Environmental and Reliability Cost

In April 2004, the Virginia Electric Restructuringct was amended to include a provision which pesmécovery
during the extended capped rate period ending Deeer®l, 2010, of incremental environmental comiéaan:
transmission and distribution (T&D) system religil(E&R) costs prudently incurred after July 1,020 On July 1
2005, APCo filed a request with the Virginia SC@ldag approval for the recovery of $62 million imcremente
E&R costs through June 30, 2006. Approximately $iilion of the amount requested represents increatdf&R
costs for the twelve months ended June 30, 2005%48dmillion represents projected incremental E&Rts to b
incurred for the twelve months ending June 30, 200& $62 million request relates to environmewgtattrols ol
coalfired generators to meet the first phase of thealair Interstate Rule and Clean Air Mercury Ruileafizec
earlier this year, recovery of the incremental coisthe Jacksons Fertyoming 765 kilovolt transmission lii
construction and other incremental T&D system keliiy costs.

Through June 30, 2005, APCo has deferred for futecevery $9 million consisting of the $14 millioh incremente
E&R costs incurred to date, partially offset by élion of equity carrying costs not recognizabletilicollected an
$3 million of capitalized interest recorded on theremental E&R capital investments. APCo requetetl a twelve-
month E&R recovery factor be applied to electricvee bills on an interim basis beginning August2005. I
approved, the recovery factor will be applied a8.8% surcharge to customer bills. APCo proposegrautice
under/overrecovery accounting for the difference betweenraitteal incremental costs incurred and the costvereal

On July 14, 2005, the Virginia SCC issued an ofittat established a procedural schedule in ABQubceedin
including a public hearing on February 7, 2006. Dhder provided that no portion of APGoapplication shou
become effective pending further decision of thegwiia SCC. Each party to the proceeding may &lgal argumen
on or before September 6, 2005, on whether anderuwtiat circumstances, the Virginia SCC has théaity tc
make effective, on an interim basis subject tondftany portion of APCa requested rate change. We are unal
predict the final outcome of this proceeding. k& ttiirginia SCC denies recovery of net incrementabants deferre
of $9 million, it would adversely affect future téts of operations and cash flows.

APCo and WPCo West Virginia Rate Ca

On July 1, 2005, APCo and WPCo formally notified fublic Service Commission of West Virginia ofithetent tc
file a joint general rate case seeking increasestail rates in the third quarter of 2005. Thenglwill include, amon
other things, a request to reinstate the suspeexjgahded fuel, net energy and purchased powereckus to provic
for scheduled rate recovery of significant enviremtal and transmission expenditures. As of June2805 an
December 31, 2004, we had $52 million of previousWerrecovered fuel, net energy and purchased powes
related to APCo recorded in regulatory liabilities our Condensed Consolidated Balance Sheets. Mareay i
unable to predict the ultimate effect of this fgion revenues, results of operations, cash flowdiaancial condition.

I&M Indiana Settlement Agreemen

In 2004, the IURC ordered the continuation of thxed fuel adjustment charge on an interim basisubh Marcl
2005, pending the outcome of negotiatiddertain of the parties to the negotiations reachsdttlement and signed
agreement on March 10, 2005 and filed the agreeméhtthe IURC on March 14, 2005. The IURC approvie
agreement on June 1, 2005.

The approved settlement caps fuel rates for theMa0o04 through June 2007 billing months at aneiasing rate th
includes 8.609 mills per KWH reflected in base safEhe settlement provides that the total cappetrates will b
9.88 mills per KWH from January 2005 through Decem®005, 10.26 mills per KWH from January 2006 tigi
December 2006, and 10.63 mills per KWH from Jan2&§7 through June 2007. Pursuant to a separat€ kBer
I&M began billing the 9.88 mills per KWH total fuehte on an interim basis effective with the A@U05 billing
month. In accordance with the agreement, the Oct?®@5 through March 2006 factor will be adjustedthe delaye



implementation of the 2005 factor.

The settlement agreement also covers certain eatrite Cook Plant. The settlement provides thaiifoutage ¢
greater than 60 days occurs at Cook Plant, theveegmf actual monthly fuel costs will be in effdor the outag
period beyond 60 days, capped by the average ABRI®yPool Primary Energy Rate (Primary Energy R#te)ratic
of the sum of fuel and one half maintenance expesrirred by the pool members to the total kildvaaiurs of ne
generation, excluding I1&M, as defined by the AEPst8 Interconnection Agreement and adjusted faelslif
second outage greater than 60 days occurs, actuahiy fuel costs capped at the Primary Energy Raiald be
recovered through June 2007. Over the term of détiement, if total actual fuel costs (except dgran Cook Plat
outage of greater than 60 days) are under the riegspthe excess will be credited to customers thenext two fue
adjustment clause filings. Under the settlemergl éosts in excess of the cap price cannot be exedv If Cook Plai
operates at a capacity factor greater than 87%ngluhe fuel cap period, I&M will receive credit f@0% of the
savings produced by that performance.

The settlement agreement also caps base rateslénonary 1, 2005 to June 30, 2007 at the ratedentefs of Janua
1, 2005. During this cap period, I&M may not implkent a general increase in base rates or implemedé®raor cos
deferral not established in the settlement agreemdess the IURC determines that a significanngleain condition
beyond I&M’s control occurs or a material impact on 1&M occassa result of federal, state or local regulabc
statute that mandates reliability standards relate¢chnsmission or distribution costs.

Our cumulative under recovery for March 2004 thtodgne 2005 recorded as fuel expense is $7 milllbfuture
fuel cost per KWH through June 30, 2007 continuexoeed the caps, or if the base rate cap precléddsrom
seeking timely rate increases to recover increasess cost of service through June 30, 2007, futesults ¢
operations and cash flows would be adversely atect

I&M Michigan Fuel Recovery Plan

In September 2004, 1&M filed its 2005 Power Sup@lgst Recovery (PSCR) Plan, with the requested PfaCtRr:
implemented pursuant to the statute effective Wahuary 2005 billings, replacing the 2004 fact@s. March 2¢
2005, the Michigan Public Service Commission (MP&Sued an order approving an agreement authorl&iM s
proposed 2005 PSCR Plan factors.

On March 31, 2005, I&M filed its 2004 PSCR Recoiatibn seeking recovery of approximately $2 milliof
unrecovered PSCR fuel costs and interest propaskd tecovered through the application of custdniiesurcharge
during October 2005 through December 2005.

On April 28, 2005, the MPSC issued an Opinion amde® approving 1&M5 proposed 2004 PSCR factors as b
and finding in favor of 1&M on all issues, inclugjrthe proposed treatment of net $énd NO, credits.

PSO Fuel and Purchased Pow

In 2002, PSO experienced a $44 million unde=revery of fuel costs resulting from a reallocatamong AEP We
companies of purchased power costs for periods pridanuary 1, 2002. In July 2003, PSO offerethio OCC ti
collect those reallocated costs over 18 monthsAugust 2003, the OCC Staff filed testimony recomdieg PS(
recover $42 million of the reallocation over thggmars. In September 2003, the OCC expanded thetzaselude
full prudence review of PS®’2001 fuel and purchased power practices. The @&3dndicated that PSO will not
allowed recovery of the $42 million until the margssue discussed below is decided. If the OCCeder@covery (
any portion of the $42 million undeecovery of fuel costs, future results of operati@mnd cash flows would

adversely affected.

In the review of PSO’s 2001 fuel and purchased pqwactices, parties alleged that the allocationfésystem sale



margins between AEP East and AEP West companieg weonsistent with the FER&pproved Operatir
Agreement and System Integration Agreement andtiileAEP West companies should have been allogat=te
margins. The OCC expanded the scope of the pratgéedaiinclude the offystem sales margin issue for the year .
and an intervenor filed a motion to expand the sdopreview this same issue for the years 20032804. On July 2!
2005, the OCC Staff and two intervenors filed tastiy in which they quantified the alleged impropedlocated off-
system sales margins between AEP East and AEP tdegpanies. Their overall recommendations relateth¢
allocation would result in an increase in off-systeales margins and thus, a reduction to B$€coverable fuel co:
through June 2005 of an amount between $38 milioth $47 million. PSO does not agree with the irBeors’anc
the OCC Stafs recommendations and PSO will defend vigoroushpdsition. Accordingly, PSO has not record
provision for the offsystem sales margins issue. If the OCC reduceseecof any portion of the fuel costs as a re
of the off-system sales margins issue, future tegidloperations and cash flows would be adversigcted.

In April 2005, the OCC heard arguments from intens that requested the OCC to conduct a prudencew o
PSOs5 fuel and purchased power practices for 2003. e 10, 2005, the OCC decided to have its stafflecintha
review. Management is unable to predict the ultenaffect of these proceedings on revenues, restilbperations
cash flows and financial condition.

PSO Lawton Power Supply Agreeme

On November 26, 2003, pursuant to an applicatiohdwton Cogeneration Incorporated seeking approtal Powe
Supply Agreement (the Agreement) with PSO and #ssat avoided cost payments, the OCC issued arnr
approving the Agreement and setting the avoidetscd$ie order did not approve recovery by PSO efrdsultar
purchased power costs.

In December 2003, PSO filed an appeal of the GGEder with the Oklahoma Supreme Court. In thesalpdP S(
maintained that the OCC exceeded its authority urstigte and federal laws to require PSO to entir the
Agreement. The Oklahoma Supreme Court issued &idaon June 21, 2005 affirming portions of the O£arde
and remanding certain provisions. The Court affuirttee OCCS finding that Lawton established a legally enfatule
obligation and ruled that it was within the OCC'saletion to award a 2@ear contract and to base the capi
payment on a peaking unit. The Court directed tl&Qo revisit its determination of PSOavoided energy cost. T
decision also authorizes the OCC to revisit itedatnation of PSQ avoided capacity costs. We are unable to pi
the final outcome of the remand, however, if theGD®@ere to deny recovery of the full cost of the égment, it woul
adversely affect future results of operations aashdlows.

Upon resolution of the litigation, management wéView any resultant transaction to determine dfaib be account
for as a purchased power transaction or whetheillibe accounted for as a lease or as a generptarg asset on tl
balance sheet under FASB Interpretation No. 46igeelv December 2003),Cbnsolidation of Variable Intere
Entities.”

PSO Rate Revie

PSO has been involved in a commission staffated base rate review before the OCC whichabeig 2003. In thi
proceeding, PSO made a filing seeking to incre@sease rates, while various other parties madenmeendations
reduce PSQ base rates. The annual rate reduction recommenslatinged between $15 million and $36 millior
March 2005, a settlement was negotiated and apgrbyehe ALJ. The settlement provides for a $7 iomllannue
base revenue reduction offset by a $6 million rédacin annual depreciation expense and recovemyutih fue
revenues of certain transmission expenses preyioesbvered in base rates. In addition, the seétfgraliminates a ¢
million annual merger savings rate reduction ridethe end of December 2005. The settlement alsviges fo
recovery over 24 months of $9 million of deferreélfcosts associated with a renegotiated coalgatetion contrau
and the continuation of a $12 million vegetationnaxgement rider, both of which are earnings neukialally, the
settlement stipulates that PSO may not file foraaebrate increase before April 1, 2006. The OCQGeibsan orde



approving the stipulation on May 2, 2005, allowfogthe implementation of new base rates in Jurgsb20
TCC Rate Case

TCC has an omroing T&D rate review before the PUCT. In that reggiew, the PUCT has decided all issues e;
the amount of affiliate expenses to include in reserequirements. Through an oral ruling, the Plpproved th
nonunanimous settlement filed in June 2005 thatiges for an $11 million disallowance of affilia¢épenses whic
when combined with the previous decisions, resulta total reduction in TCG@’ annual base rates of $9 million
draft final order has been issued reflecting then$fion reduction in TCCS annual base rates. This reductio
TCC’s annual base rates will be offset by the elation of a mergerelated rate rider credit of $7 million, an incre
in other miscellaneous revenues of $4 million andearease in depreciation expense of $9 milliosulteng in ¢
prospective increase in estimated annual pretanregs of $11 million. It is anticipated that the @0 will approve th
final written order at its August 2005 open meetiffgthe final written order differs from the dradirder, it coul
impact projected annual pretax earnings effect.

ERCOT Priceto-Beat (PTB) Fuel Factor Appeal

Several parties including the Office of Public WilCounsel and cities served by both TCC and Thgealed th
PUCT’s December 2001 orders establishing initial PTB faetors for Mutual Energy CPL and Mutual Energyrd
(TCC’s and TNCSs former affiliated REPS, respectively). In Jun®20Qthe District Court ruled that the PUCT lac
sufficient evidence to include unaccounted for gpen the fuel factor for Mutual Energy WTU, thdtet PUC"
improperly shifted the burden of proof from the gany to intervening parties and that the recoréddcsubstanti
evidence on the effect of loss of load due to retampetition on generation requirements of bothhuEnergy WTL
and Mutual Energy CPL. The Court upheld the iniBdB orders on all other issues. In an opinionadson July 2¢
2005, Texas Court of Appeals issued a decisionrsewg the District Court on the loss of load isdug otherwis
affirming its decision. The amount of unaccounted énergy built into the PTB fuel factors attribitato Mutua
Energy WTU prior to AERS sale of Mutual Energy WTU was approximately $3liom. We are reviewing tt
decision and are considering various options. id quarter pretax earnings may be adverselyctdte by $.
million as a result of this decision.

Unbundled Cost of Service (UCOS) Appeal

The UCOS proceeding established the unbundled atmilvires rates to be effective when retail elecompetitior
began. TCC placed new T&D rates into effect asaodry 1, 2002 based upon an order issued by tiEI Pekulting
from TCC’'s UCOS proceeding. Certain PUCT rulings, includthg initial determination of stranded costs,
requirement to refund TCE€’excess earnings, the regulatory treatment ofeauchsurance and the distribution r.
charged municipal customers, were appealed to thgisl County District Court by TCC and other pati® the
proceeding. The District Court issued a decisionJane 16, 2003, upholding the PUGTUCOS order with or
exception. The District Court ruled that the refurfdthe 1999 through 2001 excess earnings, sokelg aredit t
nonbypassable T&D rates charged to REPs, discrigsnagainst residential and small commercial custsrand i
unlawful. Management estimates that the adversetedf a decision to reduce the PTB rates for greod prior to th
sale of our former affiliated REPs is approximatehl million pretax. The District Court decision svappealed to tl
Third Court of Appeals by TCC and other partiess&hon advice of counsel, management believesittiveitl
ultimately prevail on appeal. If the District Cdgridecision is ultimately upheld on appeal or their€of Appeal
reverses the District Court on issues adverse 16, iGcould have an adverse effect on future resflioperations ar
cash flows.

Hold Harmless Proceedin

In a July 2002 order conditionally accepting oupoick to join PJM, the FERC directed AEP, ComEd, \Wkd
Independent Transmission System Operator (MISO) R3EI to propose a solution that would effectivelyld



harmless the utilities in Michigan and Wisconsianfr any adverse effects associated with loop flowsomgestio
resulting from us and ComEd joining PIM insteatit§O.

In July 2004, AEP and PJM filed jointly with the RE a holdharmless proposal. In September 2004, the F
accepted and suspended the new proposal that bedtenve October 1, 2004, subject to refund anthe outcom
of a hearing on the appropriate compensation, yi &m the Michigan and Wisconsin utilities. The Migan an
Wisconsin utilities presented studies that showreged adverse effects to utilities in the twoesah the range of $
million to $70 million over the term of the agreemdor AEP and ComEd. A supplemental filing by tkéchigar
companies shows estimated adverse effects taasilih Michigan of up to $50 million over the tewhagreemen
AEP and ComEd presented studies that show no adeéfexts to the Michigan and Wisconsin utiliti€©s Decembe
27, 2004, AEP and the Wisconsin utilities jointlied a settlement that resolves all hold-harmlesaes for a ongme
payment of $250 thousand that was approved by #RC-on March 7, 2005. On April 25, 2005, AEP
International Transmission Company in Michigandile settlement that resolves all hold-harmlessesdgar a one-
time payment of $120 thousand that was approvethéyrERC on June 24, 2005. On May 19, 2005, AEP&d
remaining Michigan companies filed a settlement tiesolves all hold-harmless issues for a time payment
approximately $2 million which was approved by E€RC on June 24, 2005.

The payment to the Michigan utilities will be defst, as was the Wisconsin payment, as a PJM irtegreost to b
amortized over 15 years and recovery will be soughiture retail rate filings. Management belietest it is probabl
that these payments will ultimately be recoverammfrretail and wholesale customers. If the AEP Eashpanie
cannot recover these amortizations on a timelyshagheir retail base rates, future results ofrapens and cash flov
will be adversely affected.

FERC Order on Regional Through and Out Rates

A load-based transitional transmission rate mechanisnedc&@ECA became effective December 1, 2004 to n
the loss of revenues due to the FERElimination of through and out (T&O) transmissrates. SECA transition ra
are in effect through March 31, 2006. The FERCdwghe SECA rate issue for hearing and indicdtatithe SEC,
rates are being recovered subject to refund. Wegrézed SECA revenues of $32 million and $57 millior the
second quarter and first half of 2005, respectivdly addition, we recognized $11 million of SECAvenues i
December 2004. Intervenors in that proceeding bpecting to the SECA rates and our method of ddateng thos:
rates. Management is unable to determine the pleloaiicome of the FERC’s SECA rate proceeding.

In a March 31, 2005 FERC filing, we proposed arrgase in the revenue requirements and rates fosrrgsiol
service, and certain ancillary services in the AeRe of PJM. The customers receiving these serdoeshe AE
East companies and municipal, cooperative wholesaiées and retail customers that exercise retaice that ha\
load delivery points in the AEP zone of PIJM. Aspmeed, the transmission service rates will increage/o steps
first to reflect an increase in the revenue reguéets, and then to reflect the loss of revenues thee SECA transitic
rates on April 1, 2006. On May 31, 2005, the FERCepted the filing, set the issues for hearing, sugpended tl
effective date of the proposed rates until Novenih@005, subject to refund with interest if lowates are eventua
approved. The FERC accepted the step increase concept, such that the transmissitas will automaticall
increase on April 1, 2006, if the SECA revenuesseda be collected, and tioe extent that replacement rates are
established. In a separate proceeding, at AEP'Bgirghe FERC instituted an investigation of PdMonal rat
regime, indicating that the present regime may riedak replaced through establishment of regioaigsr that woul
compensate AEP, among others, for the regionalicgeprovided by high voltage facilities they owrattbenefi
customers throughout PJM. This investigation presidEP an opportunity to propose and support a iAW rat
regime that could mitigate losses from the elimorabf T&O transmission rates and the discontineaoicthe SEC,
rate collections.

The AEP East companies received approximately $aBliéon of T&O rate revenues for the twelve montiisde
September 30, 2004, the twelve months prior to A&Ring PJM. The portion of those revenues assediatitl



transactions for which the T&O rate was eliminated replaced by SECA transition rates was $17JiamillAt this
time, management is unable to predict whether tBEA transition rates will fully compensate the AHRS
companies for their lost T&O revenues for the perdecember 1, 2004 through March 31, 2006 and vein,
effective with the expiration of the SECA transiticates on March 31, 2006, the resultant increased AEP Ea:
zonal transmission rates applicable to AEP’s irdkload and wholesale transmission customers in’ 8Eéne will b
sufficient to replace the SECA transition rate rexes. In addition, we are unable to predict whethereffect of th
loss of transmission revenues will be recoverable dimely basis in the AEP East state retail flicsons and fror
wholesale customers within the AEP zone. If, (§ ®ECA transition rates do not fully compensate A&BRits los
T&O revenues through March 31, 2006, (ii)) AEP zomahsmission rates are not sufficiently increasgdhe FER(
after March 31, 2006 to replace the lost T&O/SE@®renues, (iii) the FERG'review of our current SECA rate res
in a rate reduction which is subject to refund(i@y any increase in the AEP East companteshsmission costs frc
the loss of transmission revenues are not fullpveoed in retail and wholesale rates on a timekidand (v) if th
FERC does not approve a new rate within PJM oriwithe PJM and MISO Regions that compensates fdP’&E
T&O revenue losses, future results of operatioashdlows and financial condition would be adversdfected.

RTO Formation/Integration Cost:

Prior to joining PJM, the AEP East companies, VHERC approval, deferred costs incurred to originfdkm a nev
RTO (the Alliance) and subsequently to join an #&xgsRTO (PJM). In 2004, AEP requested permissmarhortize
beginning January 1, 2005, approximately $18 mmillad deferred RTO formation/integration costs niied by PJN
over 15 years and $17 million of deferred PBMed integration costs without proposing an arnzatton period for th
$17 million of PJMbilled integration costs in the application. TheREE approved our application and in Jani
2005, the AEP East companies began amortizing teéarred RTO formation/integration costs not killey PJM ove
15 years and the deferred PHiled integration costs over 10 years (the lattmmsistent with a March 8, 2C
requested rate recovery period discussed belowd.tdtal amortization related to such costs was $llomand $-
million in the second quarter and first half of B0@espectively. As of June 30, 2005, the AEP Eaghpanies ha
$34 million of deferred unamortized RTO formationégration costs.

On March 8, 2005, AEP and two other utilities joirftled a request with the FERC to recover theedefd PJMbilled
integration costs from all load-serving entitiestiie PJM RTO over a teyear period starting January 1, 2005.
FERC responded to the March 8, 2005 filing in adeoron May 6, 2005 denying the request to recofie
amortization of the deferred PJM-billed integratmysts from all loaderving entities in the PJM RTO, and inst
ordered the companies to make a Compliance Fibrmgdover the PINbilled integration costs solely from the zo
of the requesting companies. AEP, together withatier companies, made the Compliance Filing on RIay200%
On June 6, 2005, AEP filed a request for reheaifudpsequently, the FERC approved the complianeg aaid PJI
began charging the rate to load serving entitigkenAEP zone (and the other compan&sies), including to the AE
East companies on behalf of the load they sertledrAEP zone (about 85% of the total load in thé®>Ad6ne). AEFS
rehearing request remains pending. At this timepagament is unable to predict the likelihood ofaaofrabl
rehearing result.

On March 31, 2005, we also filed a request fonagsezl transmission service revenue requiremenh®AEP zone (
PJM (as discussed above). Included in the costectefl in that revenue requirement was the estoma@O:
amortization of our deferred RTO formation/integratcosts (other than the deferred PBMed integration costs
The AEP East companies will be responsible for pgynost of the amortized costs assigned by the FieRke AEF
East zone since their internal load is the bullo(al85%) of the transmission load in the AEP zone.

Until the AEP East Companies can adjust their Ireddes to recover the amortization of both defécests, results
operations and cash flows will be adversely afi@dig the amortizations. If the FERC were to derg iticlusion i
the transmission rates of any portion of the amatitbn of the deferred RTO formation/integratiorstsonot billed b
PJM, it would have an adverse impact on futureltesd operations and cash flows.



4. CUSTOMER CHOICE AND INDUSTRY RESTRUCTURING

We are affected by customer choice initiatives amdustry restructuring. The Customer Choice andusig
Restructuring note in our 2004 Annual Report shdnddead in conjunction with this report in ordegain a comple
understanding of material customer choice and immgusstructuring matters without significant chasgsince year-
end. The following paragraphs discuss significamtent events related to customer choice and ingusstructurin
and update the 2004 Annual Report.

OHIO RESTRUCTURING

On January 26, 2005, the PUCO approved Rate Statbdn Plans (RSP) for CSPCo and OPCo (the Ohigeoias)
The plans provided, among other things, for CSP@d @PCo to raise their generation rates by 3% ¥
respectively, in 2006, 2007 and 2008 and providedatiditional annual generation rate increasegpdblan averag
of 4% per year based on supporting the need fatiaddl revenues. The plans also provided thatQhe companie
could recover in 2006, 2007 and 2008 environmergalying costs and PJM RTO costs from 2004 and 28@%ed t
their obligation as the Provider of Last ResorOhio’s customer choice program. Pretax earnings wereased b
$14 million for CSPCo and $40 million for OPCo hretfirst half of 2005 as a result of implementihg tprovision ©
the RSP. Of these amounts, approximately $8 milfion CSPCo and $21 million for OPCo relate to Z
environmental carrying costs and RTO costs.

In February 2005, various intervenors filed appiloras for rehearing with the PUCO regarding its rappl of the
RSP. On March 23, 2005, the PUCO denied all apphica for rehearing. In the second quarter of 200
intervenors filed separate appeals to the Ohio&unerCourt. If the RSP order was determined tolegal under th
Restructuring Legislation, as contended by theitwervenors, it would have an adverse effect onlte®f operation:
cash flow and possibly financial condition. Althdugie believe that the RSP plan is legal and wenthti® defen
vigorously the PUCO’s order, we cannot predictutlienate outcome of the pending litigation.

As provided in stipulation agreements approved bg PUCO in 2000, we are deferring customer cl
implementation costs and related carrying costsxicess of $40 million. The agreements provide lier deferral ¢
these costs as a regulatory asset until the neiihilition base rate cases. Through June 30, 2085ncurred $8
million of such costs, and accordingly, we defer@tB million of such costs for probable future nemy in
distribution rates. Recovery of these regulatoisets will be subject to PUCO review in future Ohlimgs for new
distribution rates. Pursuant to the RSP, recovéthese amounts will be deferred until the nextrahstion rate filing
to change rates after December 31, 2008. We betieatethe deferred customer choice implementatmstscwer
prudently incurred and should be recoverable inrtutdistribution rates. If the PUCO determines taay of th
deferred costs are unrecoverable, it would havadaerse impact on future results of operationscasth flows.

TEXAS RESTRUCTURING

The stranded cost recovery process in Texas ca#inith the principal remaining component of thecesss being tt
PUCT’s determination and approval of TCC’s net reled generation costs and other recoverable upudem:
including carrying costs in TCC’s true-up filingh& PUCT approved TCC'’s request to file its TueProceedin
after the sales of its interest in STP, with omlg bwnership interest in Oklaunion remaining tesetled. On May 1!
2005, the sales of TCC's interest in STP closedMay 27, 2005, TCC filed its truep request seeking recovery
$2.4 billion of net stranded costs and other wpatems which it believes the Texas Restructutiagislation allows
including unrecorded equity carrying costs and reitunrecorded carrying costs through September.ZD®S filing
does not include a deduction for a $238 millionvsin for a probable depreciation adjustment réedrin Decemb:
2004 based on a methodology approved by the PUCA monaffiliated utility’s truedp order. Although it we
determined that it was probable that the PUCT waouddte this adjustment in TCEproceeding, we do not believe
adjustment is appropriate and will litigate theusssif necessary. As a result, the filing was matuced by the $2:
million. The PUCT hearing is scheduled to beginSaptember 26, 2005. It is anticipated that the PU@ITissue ¢



final order in the fourth quarter of 2005.

The Components of TCC’s Recorded Net Trup-Regulatory Asset (inclusive of provisions) reded as of June 3i

2005 and December 31, 2004 are:

Stranded Generation Plant Costs
Net Generatio-related Regulatory Asset
Unrefunded Excess Earnings

Net Stranded Generation Costs

Carrying Costs on Stranded Generation Plant C

Net Stranded Generation Costs Designated for
Securitization

Wholesale Capacity Auction True-up

Carrying Costs on Wholesale Capacity Auction
True-up

Retail Clawback

Deferred Over-recovered Fuel Balance

Net Other Recoverable True-up Amounts
Total Recorded Net True-up Regulatory Asset

TCC
December 31,
June 30, 2005 2004
(in millions)
$ 887 $ 897
24¢ 24¢
3) (10)
1,13¢ 1,13¢
21F R
1,34¢ 1,361
487 487
102 77
(61) (61)
(209) (212)
31k 287
$ 1,66: 1,64¢

The Components of TNC’s Net True-up Regulatory Likly as of June 30, 2005 and December 31, 2004 are

Retail Clawback
Deferred Over-recovered Fuel Balance

Total Recorded Net Trueup Regulatory Liability

TNC
December 31,
June 30, 2005 2004
(in millions)
$ (14) $ (14)
5 4
$ (19) $ (18)

Deferred Investment Tax Credits Included in Strardi&eneration Plant Cost

In a nonaffiliated utilitys securitization proceeding, the PUCT issued areromd March 2005 that net strant
generation costs should be reduced by the presdumt wf deferred investment tax credits (ITC) ardess deferre
federal income taxes applicable to generating ss3éte nonaffiliated utility testified in its Trugs Proceeding th
acceleration of the sharing of deferred ITC witrstomers may be a violation of the Internal ReveQuazles
normalization provisions. Management agrees withribnaffiliated utility that the PUC%’acceleration of deferr
ITC and excess deferred federal income taxes may b#lation of the normalization provisions. Asresult
management has not included as a reduction oettstranded generation costs the present valu€6fsgeneration-
related deferred ITC of $70 million and the preseaitie of excess deferred federal income taxessahilion in its
true-up filing. Such amounts also are not reflecsda reduction of TC&'recorded net stranded generation «
regulatory asset in the above table since to do@pbe a normalization violation. The Internal Rawe Service (IR¢
has issued proposed regulations that would makexaaption to the normalization provisions for ditytiwhose
electric generation assets cease to be publityupitoperty. Since the IRS has not issued finalil&ipns, TCC filed



request for a private letter ruling from the IRSJume 28, 2005 to determine whether the P4@GEtion would rest
in a normalization violation. A normalization vidilan could result in the repayment of TGCaccumulated deferr
ITC on all property, not just generation propestiich approximates $106 million as of June 30, 2808 a loss «
the ability to elect accelerated tax depreciatiothe future. Management is unable to predict HoavIRS will rule ol
the private letter ruling request and whether abCP order will adversely affect future results gfevations and ca
flows.

TCC Fuel Reconciliation

On April 14, 2005, the PUCT ruled that specific gyyeonly purchased power contracts included a car
component, which is not recoverable in fuel ra#és.a result of this decision, in the first quartdr2005, TC(
recorded a provision for oveecovered fuel of $3 million, inclusive of intere®eflecting all of the decisions in 1
final order and the resultant provisions for refutite deferred overecovery balance was $209 million as of Junt
2005, including accrued interest. TCC has filedaiom for rehearing on several items which was eléitny operatio
of law on July 18, 2005. TCC will appeal the PUCdé&ision to the courts in August 2005.

TCC Carrying Costs on Net True-up Regulatory Assets

TCC continues to accrue carrying costs on its metup regulatory asset at the embedded 8.12% debtaoenp rat
and will continue to do so until it recovers itspagved net true-up regulatory asset. In the nolretid utility’s
securitization proceeding discussed above, the Pld€lded an order in March 2005 that resulted iadmction in it
carrying costs based on a methodology detailedhe drder for calculating a cost-nfeney benefit related

accumulated deferred federal Income Taxes (ADFIi)net stranded costs and other tupeitems which we
retroactively applied to January 1, 2004. In thetfhalf of 2005, TCC accrued carrying costs of $diffion which
were partially offset by a first quarter adjustmeh$27 million based on this order. The net insgeaf $15 million i
carrying costs is included in Other Income on tbeompanying Condensed Consolidated Statementsofr@ in th
first half of 2005 inclusive of $21 million of cating costs accrued in the second quarter of 2005.

In an April 2005 open meeting regarding anotherafidiated utility’s Trueup Proceeding, the PUCT determined
the filed cost of debt did not establish a Weightegrage Cost of Capital (WACC) rate or an embeddelbt rat
because that utilitg' Unbundled Cost of Service (UCOS) case was basea settlement that did not specifici
address the debt rate. As a result, the othetyuias required to use a lower rate to computedtsying costs than |
filed UCOS rate. With this precedent, TCC antiogsathat it will be required to address the WACQiéssAlthougl
TCC’s UCOS case was also settled, T€@icts and circumstances differ from those ofrtbieaffiliated utility in the
TCC's settlement included a WACC rate and the UCOSroag@roving the settlement included sufficient ¢
information to determine the embedded debt ratiensettlement. Management, however, is unableterchine th
probable outcome of this matter when or if it iguditated in TCC’s Truexp Proceeding. If the PUCT ultimat
determines that a similar lower cost of debt shdaddused by TCC to calculate carrying costs orstitsnded co
balance, a portion of carrying costs previoushorded would have to be reversed and would havedaerse impau
on future results of operations and cash flowsotigh the second quarter of 2005, such reversaldvapibroximat
$60 million, of which $9 million would apply to araots accrued in 2005 based upon TE€@kighted cost of debt
its 2001 excess earnings report.

Through June 30, 2005, TCC has computed carryisgsaaf $483 million, of which $302 million was repozed a
income in 2004 and applied to years prior to 208&proximately $42 million was recognized as incomehe firs
half of 2005 before the $27 million offsetting astjment discussed above. The remaining equity coergoof the
carrying costs of $166 million through June 30,200Il be recognized in income as collected.

TCC Unrefunded Excess Earnings

At December 31, 2004, TCC had approximately $10ionilof unrefunded excess earnings. In the firdt 662005



TCC refunded an additional $7 million reducing utsrefunded excess earnings to $3 million. On J&ly2D05, th
PUCT approved a preliminary order in the TCC tupethat ordered TCC to cease refunding excessregriait the er
of July 2005. The unrefunded balance of excessreggnas of the end of July 2005, is estimatedet@proximatel
$1 million and will be credited to the balance waaded costs.

TCC True-up Proceeding

As discussed earlier, TCC made its togefiling requesting $2.4 billion of stranded codtearings are schedulec
start on September 26, 2005 and an order is pegjdotbe issued during the fourth quarter of 20Uben the Truaip
Proceeding is completed, TCC intends to file toovec the PUCTapproved net stranded generation costs and
true-up amounts, plus appropriate carrying costs, thragonbypassable competition transition chargeC)dm the
regulated T&D rates and through an additional tteorscharge for amounts that can be recoveredutfitdhe sale «
securitization bonds.

The nonaffiliated utilitys March 2005 order referred to above also providedhe present value of the cost i
capital benefits of ADFIT associated with strandgheration costs to be offset against other reatwertruedp
amounts when establishing the CTC. TCC estimaseprésent value ADFIT benefit to be $211 milliorsdéh on it
current net true-up regulatory asset. TCC perforraegrobability of recovery impairment test on itst frueup
regulatory asset taking into account the treatnwdered by the PUCT in the nonaffiliated utilgyorder an
determined that the projected cash flows from tlaadition charges were more than sufficient to vecolrCC’s
recorded net truep regulatory asset since the equity portion ofddeying costs will not be recorded until collet
As a result, no impairment has been recorded. ®Barany future disallowances to TCC’s net recoverahleup
regulatory asset in its True-up Proceeding, TCQeetgpto amortize its total net trug-regulatory asset commensu
with recovery over periods to be established byROET in proceedings subsequent to TCC’s True-opdading.

We believe that our filed $2.4 billion request fecovery of net stranded costs and other tquétems, inclusive «
carrying costs, is recoverable under the TexasriRgsting Legislation and that our $1.7 billion oeded net trueyp
regulatory asset, inclusive of carrying costs ateJ30, 2005, is probable of recovery at this titHewever, we
anticipate that other parties will contend in owogeeding that material amounts of our net stranobesis and/c
wholesale capacity auction true-up amounts shoatdor recovered. To the extent decisions of the PWCTCC'’s
Trueup Proceeding differ from our interpretation anglaation of the Texas Restructuring Legislatiord awui
evaluation of other truap orders of nonaffiliated utilities, additionalopisions for material disallowances i
reductions of the net trugp regulatory asset, including recorded carryingtsoare possible. Such disallowar
would have an adverse effect on future resultgefations, cash flows and possibly financial caadit

TNC True-Up Proceeding

In May 2005, the PUCT issued a favorable order,ptidg the ALJ's recommendation regarding the pos
reconciliation period offystem sales margins, but did not adopt his exeassings recommendation. The PL
stated that excess earnings would be addresséw ICTC filing scheduled to be filed in the thirdagier of 200¢
Based upon the ruling regarding off-system salesgmgs, TNC adjusted its deferred owercovered fuel balan
during the second quarter of 2005.

In 2004, TNC appealed to the state and federalteahe PUCTS order in its final fuel reconciliation coverinige
period from July 2000 through December 31, 200Wvlich the PUCT disallowed approximately $30 milliohfuel
costs. In March 2005, the ALJ made certain reconttagons regarding the deferred fuel balance regplin ar
additional provision for refund of $1 million, whiaesults in an overecovery amount of $5 million. TNC will purs
vigorously its appeals, but cannot predict theicome, however, the result of these appeals cdtddtahe TNC true-
up order issued by the PUCT in May 2005 discusbedea

5. COMMITMENTS AND CONTINGENCIES




As discussed in the Commitments and Contingenaés within our 2004 Annual Report, we continue éoitvolvec
in various legal matters. The 2004 Annual Repoousthbe read in conjunction with this report in @rdo understar
the other material nuclear and operational mattétsout significant changes since our disclosuréhim 2004 Annui
Report. The matters discussed in the 2004 AnnupbRevithout significant changes in status sincaryand include
but are not limited to, (1) carbon dioxide publizisance claims, (2) nuclear matters, (3) conswuactan
commitments, (4) potential uninsured losses, (Byetolder lawsuits, (6) coal transportation dispated (7) FER!
longterm contracts. See disclosure below for significaatters with changes in status subsequent taligodosur:
made in our 2004 Annual Report.

Environmental
Federal EPA Complaint and Notice of Violation

The Federal EPA and a number of states have allag&tb, CSPCo, I&M, OPCo and other nonaffiliateditigis
modified certain units at codiked generating plants in violation of the new m@ureview requirements of the C#
The Federal EPA filed its complaints against ourssdiaries in U.S. District Court for the South@®istrict of Ohio
The court also consolidated a separate lawsuitated by certain special interest groups, with Fleeleral EPA cas
The alleged modifications occurred at our genegatinits over a 2@ear period. A bench trial on the liability iss
was held during July 2005. Briefing is underway ala$ing arguments will be heard on September @252

Under the CAA, if a plant undertakes a major maadiiion that directly results in an emissions inseggermittin
requirements might be triggered and the plant neyelguired to install additional pollution conttechnology. Thi
requirement does not apply to activities such agime maintenance, replacement of degraded equiporefailec
components, or other repairs needed for the reljaalfe and efficient operation of the plant. TWAGuthorizes civi
penalties of up to $27,500 per day per violatiorath generating unit ($25,000 per day prior tasiden30, 1997). |
2001, the District Court ruled claims for civil paties based on activities that occurred more thanyears before tt
filing date of the complaints cannot be imposederéhs no time limit on claims for injunctive rdlie

In June 2004, the Federal EPA issued a Notice ofation (NOV) in order to “perfectits complaint in the pendii
litigation. The NOV expands the number of allegedotifications” undertaken at the Amos, Cardinal, Cones
Kammer, Muskingum River, Sporn and Tanners Creaktpl during scheduled outages on these units frong
through the present. Approximately otierd of the allegations in the NOV are already teamed in allegations ma
by the states or the special interest groups inpading litigation. The Federal EPA filed a motimamend it
complaint and to expand the scope of the pendtigation. The AEP subsidiaries opposed that motiorSeptembe
2004, the judge disallowed the addition of claimghe pending case. The judge also granted motmmssmiss

number of allegations in the original filing. Sufeently, the Federal EPA and eight Northeastertrestach filed ¢
additional complaint containing the same allegatiagainst the Amos and Conesville plants thatubtlgg disallowe
in the pending case. The Northeastern stat@siplaint has been assigned to the same judge ib 8. District Cou
for the Southern District of Ohio. AEP filed an ams to the Northeastern state®mplaint in January 2005 and to
Federal EPA’s complaint in July 2005, denying thegations and stating its defenses.

In August 2003, the District Court issued a decidalowing a liability trial in a case pending the Southern Distri
of Ohio against Ohio Edison Company, a nonaffillaility. The District Court held that replacemgiof major boile
and turbine components that are infrequently peréal at a single unit, that are performed with thsistance ¢
outside contractors, that are accounted for agatapipenditures, and that require the unit toaern out of service f
a number of months are not “routineiaintenance, repair and replacement. The DistramtirCalso held that
comparison of past actual emissions to projectagrduemissions must be performed prior to any naime physice
change in order to evaluate whether an emissianease will occur, and that increased hours ofaifwer that are tr
result of eliminating forced outages due to theanepomust be included in that calculation. Basedhese holdings, tl
District Court ruled that all of the challengediwities in that case were not routine, and thatdhanges resulted



significant net increases in emissions for cerffiutants. A settlement between Ohio Edison, thddfal EPA ar
other parties to the litigation will avoid furthigrgation and result in expenditures at its plant.

Other utility enforcement actions and current ratuly activities are discussed in detail in the Gomments an
Contingencies note in the 2004 Annual Report. H@ugesince the issuance of the August 2003 decegamnst Ohi
Edison, several other courts have considered theess of what constitutesrgutine maintenance, repair,
replacementfor utility units, and whether increased hours péation are the measure of an emissions increas
each court has reached a conclusion that differkedy from the decision in the Ohio Edison caskeede decisiot
include the District Court opinion in the Duke Egiercase issued later in August 2003, the Distriatir€ opinion ir
Alabama Power issued on June 3, 2005, and theh-@Qintuit Court of Appeals opinion affirming thesdiissal of a
claims against Duke Energy issued on June 15, 2@0&ddition, on June 10, 2005, the Administratbthe Feder:
EPA rejected all of the petitions for reconsidematof the October 2003 “equipment replacement giowi’ rule tha
defines “routine replacementinder the new source review program to includestimae types of activities challeng
in the pending enforcement actions. Managemenetbex believes that the Ohio Edison decision failgroperl
evaluate and apply the applicable legal standdtus facts in our case also vary widely from planplant.

In June 2003, the United States Court of Appealdhfe District of Columbia Circuit granted a petitiby the Utility
Air Regulatory Group (UARG), of which our subsides are members, to reopen petitions for reviethef1980 an
1992 Clean Air Act rulemakings that are the basrstlie Federal EPA claims in our case and othatedlcases. (
June 24, 2005, the United States Court of Appeaighe D.C. Circuit issued a decision affirmingpart the ne\
source review reform regulations adopted by theeFddEPA in December of 2002. The court upheld Federe
EPA’s decision to apply an actual-to-future actemadissions test, utilizing a fivgear look back period to establ
actual baseline emissions for utilities and a year period for other sources, and excluding irsgdaemissior
unrelated to a physical change from the projectegdgons, including emissions associated with dehgaowth. Th
court vacated the Federal ERAadoption of a broad pollution control project les@n that includes projects tl
result in a significant collateral emissions in@gaand the “clean unitapplicability test, and remanded cer
recordkeeping requirements to the Federal EPA. Cbert expressed no opinion on the conclusion rehdiyethe
Duke Energy court, and found that such issues doeilldetter addressed in a specific factual context.

We are unable to estimate the loss or range ofrldaged to any contingent liability we might haee civil penaltie:
under the CAA proceedings. We are also unableddigtr the timing of resolution of these matters thuéhe numbe
of alleged violations and the significant numbelissiues yet to be determined by the Court. If wendiprevail, w
believe we can recover any capital and operatirsgscof additional pollution control equipment thady be require
through regulated rates and market prices for eb@gt If we are unable to recover such costsfonaterial penaltie
are imposed, it would adversely affect future rssaf operations, cash flows and possibly financaddition.

SWEPCo Notice of Enforcement and Notice of Citiz8nit

On July 13, 2004, two special interest groups dsa@otice of intent to commence a citizen suitaurtie CAA fo
alleged violations of various permit conditiongiermits issued to SWEPCo's Welsh, Knox Lee anceRigtants. Th
allegations at the Welsh Plant concern compliandd wmission limitations on particulate matter acarbor
monoxide, compliance with a referenced design imgaitt value, and compliance with certain reportiaguirement:
The allegations at the Knox Lee Plant relate torédoeipt of an offspecification fuel oil, and the allegations at By
Plant relate to testing and reporting of volatitgamic compound emissions. On March 10, 2005, gptaint was file(
in Federal District Court for the Eastern DistriétTexas by the two special interest groups, atiggiiolations of th
CAA at Welsh Plant. SWEPCo filed a response tactiraplaint in May 2005.

On July 19, 2004, the Texas Commission on EnvirontedeQuality (TCEQ) issued a Notice of Enforceméw
SWEPCo relating to the Welsh Plant containing armamy of findings resulting from a compliance invgation at th
plant. The summary includes allegations concerngcampliance with certain recordkeeping and repo
requirements, compliance with a referenced desggt imput value in the Welsh permit, compliancenhvatfuel sulfu



content limit, and compliance with emission limits sulfur dioxide. On April 11, 2005, TCEQ issuad Executiv
Director’'s Preliminary Report and Petition recommending ¢h&y of an enforcement order to undertake ce
corrective actions and assessing an administragwvalty of $228,312 against SWEPCo based on alleigéations o
certain representations regarding heat input aaddaracteristics in SWEPGopermit application and the violatic
of certain recordkeeping and reporting requireme®v8EPCo responded to the preliminary report artitigoe on May
2, 2005. The enforcement order contains a recomat@mdthat would limit the heat input on each Walstit to the
referenced heat input contained within the permgliaation within 10 days of the issuance of a fiR&EQ order an
until a permit amendment is issued. SWEPCo hadqusly requested a permit alteration to removeréfierences to
specific heat input value for each Welsh unit.

On August 13, 2004, TCEQ issued a Notice of Enimeat to SWEPCo relating to the dfpecification fuel o
deliveries at the Knox Lee Plant. On April 11, 200%EQ issued an Executive Direc®iPreliminary Report al
Petition recommending the entry of an enforcemedemand assessing an administrative penalty d58bagain:
SWEPCo based on alleged violations of certain gereguirements at Knox Lee. SWEPCo responded t
preliminary report and petition on May 2, 2005.

Management is unable to predict the timing of artyrie action by TCEQ or the special interest groupthe effect ¢
such actions on results of operations, financialdttton or cash flows.

Operational
TEM Litigation

We have agreements with Juniper Capital L.P. (&rpipnder which Juniper constructed and financadraegulate
merchant power generation facility (Facility) né@laguemine, Louisiana and leased the Facility toWs hav
subleased the Facility to the Dow Chemical Comp@uow). The Facility is a Dow-operatedjtalifying cogeneratic
facility” for purposes of PURPA.

Dow uses a portion of the energy produced by tlodifyaand sells the excess energy. OPCo has agoepdrchase L
to approximately 800 MW of such excess energy ffdow for a 20year term. Because the Facility is a major s
supply for Dow, Dow is expected to operate the kgt certain minimum levels, and OPCo is oblagato purchas
the energy generated at those minimum operatirgj]déexpected to be approximately 220 MW througty 188, 200
and 270 MW thereafter). OPCo sells the purchasezfggnat market prices in the Entergy selgion of th
Southeastern Electric Reliability Council market.

OPCo has also agreed to sell up to approximatedyN8®/ of energy to SUEZ Energy Marketing NA, Incorfiherly
known as Tractebel Energy Marketing, Inc.) (TEMY f period of 20 years under a Power Purchase aia
Agreement dated November 15, 2000, (PPA), at & phat is currently in excess of market. Beginriuay 1, 2003
OPCo tendered replacement capacity, energy antaapaervices to TEM pursuant to the PPA that TEdykcted a
nonconforming. Commercial operation for purposethefPPA began April 2, 2004.

In September 2003, TEM and AEP separately filedadlatory judgment actions in the United StatesrizisCourt fol
the Southern District of New York. We allege th&M has breached the PPA, and we are seeking andetgion o
our rights under the PPA. TEM alleges that the Rie&er became enforceable, or alternatively, thatRRA ha
already been terminated as the result of AR#ieaches. If the PPA is deemed terminated ordftmitve unenforceat
by the court, we could be adversely affected toekient we are unable to find other purchaserhefpower witl
similar contractual terms and to the extent we adofully recover claimed termination value damaffesn TEM. The
corporate parent of TEM (SUEZ-TRACTEBEL S.A.) hasyded a limited guaranty.

In November 2003, the above litigation was suspermnding final resolution in arbitration of aliges pertaining
the protocols relating to the dispatching, opergtand maintenance of the Facility and the saledafiglery of electri



power products. In the arbitration proceedings, TEMued that in the absence of mutually agreed ygotocol:
there were no commercially reasonable means torobtaleliver the electric power products and tfeeethe PPA i
not enforceable. TEM further argued that the comatif the protocols is not subject to arbitrati®he arbitrator rule
in favor of TEM on February 11, 2004 and conclutleat the “creation of protocolstas not subject to arbitration, |
did not rule upon the merits of TEBIclaim that the PPA is not enforceable. On Jan@ary2005, the District Cot
granted AEP partial summary judgment on this isboéling that the absence of operating protocotsduwt prevel
enforcement of the PPA.

On March 26, 2004, OPCo requested that TEM proaskurances of performance of its future obligatiamder th
PPA, but TEM refused to do so. As indicated ab&@/Co also gave notice to TEM and declared Aprid(04 as th
“Commercial Operations Date.” Despite OPE€qirior tenders of replacement electric power pctglio TEN
beginning May 1, 2003 and despite OPC@nder of electric power products from the Fgcibh TEM beginning Apr
2, 2004, TEM refused to accept and pay for thesetrégt power products under the terms of the PPA.ADril 5,
2004, OPCo gave notice to TEM that OPCo, (i) waspsnding performance of its obligations under tR& P(ii)
would be seeking a declaration from the New Youdefal court that the PPA has been terminated ahavfuld be
pursuing against TEM, and SUERACTEBEL S.A. under the guaranty, damages andutdermination paymel
value of the PPA.

A bench trial was conducted in March and April 2@0%l a decision is pending.
Merger Litigation

In 2002, the U.S. Court of Appeals for the Disto€tColumbia ruled that the SEC did not adequag¢alylain that th
June 15, 2000 merger of AEP with CSW meets theireapents of the PUHCA and sent the case back t&H(@ fo
further review. Specifically, the court told the GBo revisit the basis for its conclusion that therger met PUHC
requirements that utilities be “physically intero@cted” and confined to a “single area or regidn.January 2005,
hearing was held before an ALJ.

On May 3, 2005, the ALJ issued an Initial Decisaamcluding that the AEP System is “physically iotarnected’bui
is not confined to a “single area or regioflierefore, the ALJ concluded that the combined AEFW system do
not constitute a single integrated public utiligg®em under PUHCA. Management believes that they@eneneets tt
requirements of PUHCA and has filed a petition feview of this Initial Decision, which the SEC hgimnted. Th
SEC is reviewing the Initial Decision.

Enron Bankruptcy

In 2002, certain of our subsidiaries filed claingai@st Enron and its subsidiaries in the Enron hgstky proceedin
pending in the U.S. Bankruptcy Court for the SouthBistrict of New York. At the date of Enrabankruptcy
certain of our subsidiaries had open trading coidrand trading accounts receivables and payahtesBmron. Ir
addition, on June 1, 2001, we purchased HPL fromofEnVarious HPLrelated contingencies and indemnities f
Enron remained unsettled at the date of Enron’&iogutcy.

Enron Bankruptcy - Right to use of cushion gas agreementin connection with the 2001 acquisition of HPL,
entered into an agreement with BAM Lease Compaimychvgrants HPL the exclusive right to use appratety 6-
billion cubic feet (BCF) of cushion gas required fbe normal operation of the Bammel gas storag#itia At the
time of our acquisition of HPL, Bank of America (B and certain other banks (the BOA Syndicate) &ndor
entered into an agreement granting HPL the exausise of 65 BCF of cushion gas. Also at the timeow
acquisition, Enron and the BOA Syndicate also sddaHPL from all prior and future liabilities an@ligations ir
connection with the financing arrangement.

After the Enron bankruptcy, HPL was informed by B@A Syndicate of a purported default by Enron urite term



of the financing arrangement. In July 2002, the BO&yndicate filed a lawsuit against HPL in statertad Texa:
seeking a declaratory judgment that the BOA Syndibas a valid and enforceable security interegaspurported
in the Bammel storage reservoir. In December 2@83,Texas state court granted partial summary jeagnm favo
of the BOA Syndicate. HPL appealed this decisionJune 2004, BOA filed an amended petition in aas#p lawsu
in Texas state court seeking to obtain possesdiop ¢o 55 BCF of storage gas in the Bammel stofaggity or its
fair value. Following an adverse decision on itgioto obtain possession of this gas, BOA voluhtalismissed thi
action. In October 2004, BOA refiled this actiorRPHfiled a motion to have the case assigned tquithge who heai
the case originally and that motion was granted. kiends to defend vigorously against BOA'’s claims

In October 2003, AEP filed a lawsuit against BOAtle United States District Court for the SouthBristrict of
Texas. BOA led a lending syndicate involving th®719as monetization that Enron and its subsidianeertook an
the leasing of the Bammel underground gas stora&gervoir to HPL. The lawsuit asserts that BOA n
misrepresentations and engaged in fraud to indadepaomote the stock sale of HPL, that BOA diredtgnefite
from the sale of HPL and that AEP undertook thelstourchase and entered into the Bammel storagityfdease
arrangement with Enron and the cushion gas arraegewith Enron and BOA based on misrepresentatizausBOA
made about Enrog’financial condition that BOA knew or should harewn were false including that the 1997
monetization did not contravene or constitute adkfof any federal, state, or local statute, rodgulation, code «
any law. In February 2004, BOA filed a motion tcsrdiss this Texas federal lawsuit. In September 2@0e
Magistrate Judge issued a Recommended Decisio@et&t recommending that BO&\Motion to Dismiss be denice
that the five counts in the lawsuit seeking det¢tasajudgments involving the Bammel reservoir ahd tight to us
and cushion gas consent agreements be transferrégk tSouthern District of New York and that theirf@ount:
alleging breach of contract, fraud and negligensrepresentation proceed in the Southern Districtexas. BO/
objected to the Magistrate Judge’s decision. Onl&pr2005, the Judge entered an order overruli@fB objection:
denying BOASs Motion to Dismiss and severing and transferring declaratory judgment claims to the Sout
District of New York.

In February 2004, in connection with BGAdispute, Enron filed Notices of Rejection regagdithe cushion g
exclusive right to use agreement and other incaleadreements. We have objected to Ers@itempted rejection
these agreements and have filed an adversary gliagesontesting Enron’s right to reject these agremsts.

In January 2005, we sold a 98% limited partnerredein HPL. We have indemnified the buyer of tB&®interest i
HPL against any damages resulting from the BOAdiion up to the purchase price. The determinaifdhe gain o
sale and the recognition of the gain is dependerthe ultimate resolution of the BOA dispute and dosts, if an
associated with the resolution of this matter.

Enron Bankruptcy - Commodity trading settlement disputedn September 2003, Enron filed a complaint in
Bankruptcy Court against AEPES challenging AEBffsetting of receivables and payables and rlatdlatera
across various Enron entities and seeking paynfespmoximately $125 million plus interest in cootien with gas-
related trading transactions. We asserted our tgldffset trading payables owed to various Enrofities agains
trading receivables due to several of our subseliarThe parties are currently in nonbinding, cemansore
mediation.

In December 2003, Enron filed a complaint in thenBaptcy Court against AEPSC seeking approximagg
million plus interest in connection with a transawtfor the sale and purchase of physical powerrgrtenron, AEI
and Allegheny Energy Supply, LLC during NovembeO20Enrons claim seeks to unwind the effects of
transaction. AEP believes it has several defersdiset claims in the action being brought by Enrbine parties ai
currently in nonbinding, court-sponsored mediation.

Enron Bankruptcy - Summary- The amount expensed in prior years in connectigh wie Enron bankruptcy w
based on an analysis of contracts where AEP andnEemtities are counterparties, the offsettingeafeivables ar
payables, the application of deposits from Enrotitiea and management’s analysis of the HPlated purcha:



contingencies and indemnifications. As noted ab&repn has challenged our offsetting of receivabled payable
and there is a dispute regarding the cushion geseagnt. Althougimanagement is unable to predict the outcon
these lawsuits, it is possible that their resoluttould have an adverse impact on our results efatipns, cash flov
and financial condition.

Natural Gas Markets Lawsuit

In November 2002, the Lieutenant Governor of Catiia filed a lawsuit in Los Angeles County Calif@rSuperio
Court against forty energy companies, including ARRJ two publishing companies alleging violati@hsCalifornie
law through alleged fraudulent reporting of falsgunal gas price and volume information with aremttto affect th
market price of natural gas and electricity. AEB haen dismissed from the case. The plaintiff hatkd an intentic
to amend the complaint to add an AEP subsidiawy dsfendant. The plaintiff amended the complaintdidi not nam
any AEP company as a defendant. Since then, a nuohloases have been filed in state and federatsau sever:
states making essentially the same allegationsrdaderal or state laws against the same companiesgame of thes
cases, AEP (or a subsidiary) is among the companais®ed as defendants. These cases are at varstr&apstages
Several of these cases had been transferred tOritted States District Court for the District of Wela but wer
subsequently remanded to California state courfgril 2005, the judge in Nevada dismissed onehef temainin
cases in which AEP was a defendant on the basigedfled rate doctrine. We will continue to deferndorously eac
case where an AEP company is a defendant.

Cornerstone Lawsuit

In the third quarter of 2003, Cornerstone Propaakn@rs filed an action in the United States DistGourt for th
Southern District of New York against forty compes)iincluding AEP and AEPES, seeking class ceatibo ant
alleging unspecified damages from claimed priceimdation of natural gas futures and options onNFYeMEX from
January 2000 through December 2002. Thereaftersimibar actions were filed in the same court agamnumber ¢
companies including AEP and AEPES making esseytib# same claims as Cornerstone Propane Partnéralsc
seeking class certification. In December 2003,Gbart issued its initial Pretrial Order consolidagtiall related case
appointing co-lead counsel and providing for tHeadi of an amendedonsolidated complaint. In January 2(
plaintiffs filed an amended consolidated complairie defendants filed a motion to dismiss the campiwhich thi
Court denied in September 2004. Plaintiffs havedfi& Motion for Class Certification. The defendamtsluding AEF
and AEPES, filed their opposition to class cerdifion in April 2005. Briefing on the issue of classrtification wa
completed in May 2005. Discovery is continuing Ive tcase with a closing date of December 31, 2005n%ary
judgment motions are due in January 2006. We intermdntinue to defend vigorously against thesande

Texas Commercial Energy, LLP Lawsuit

Texas Commercial Energy, LLP (TCE), a Texas RH®Ed fa lawsuit in federal District Court in CorpubriSti, Texas
in July 2003, against us and four of our subsidgrcertain nonaffiliated energy companies and ERCiDe actiol
alleges violations of the Sherman Antitrust Acgud, negligent misrepresentation, breach of fidyaity, breach (
contract, civil conspiracy and negligence. Thegat®ns, not all of which are made against the ABRpanies, ran
from anticompetitive bidding to withholding powdrCE alleges that these activities resulted in psigées requirin
TCE to post additional collateral and ultimatelyded it into bankruptcy when it was unable to rgsiees to it
customers due to their fixed price contracts. Thiealeges over $500 million in damages for afleshelants and see
recovery of damages, exemplary damages and costs.cbwo additional parties, Utility Choice, LLC darCirrc
Energy Corporation, sought leave to intervene amfiifs asserting similar claims. In June 2004 @ourt dismisse
all claims against the AEP companies. TCE has dpgeahe trial cours decision to the United States Cour
Appeals for the Fifth Circuit. The Fifth Circuitssed its decision in June 2005 and affirmed thesfavourts decisior
In March 2005, Utility Choice, LLC and Cirro Enerdyorporation filed in U.S. District Court allegingimilar
violations as those alleged in the TCE lawsuitApril 2005, the defendants filed a Motion to Sthistcase, pendir
the outcome of the appeal in the TCE case.



Bank of Montreal Claim

In March 2003, Bank of Montreal (BOM) terminated métural gas trading deals with us and claimed W& owel
approximately $34 million. In April 2003, we filaallawsuit in federal District Court in Columbus, i®lagainst BON
claiming BOM had acted contrary to the approprieaeling contract and industry practice in termingtihe contra
and calculating termination and liquidation amouanrtsl that BOM had acknowledged just prior to thenteation an:
liquidation that it owed us approximately $68 nailli We are claiming that BOM owes us at least $4tlom relatec
to previously recorded receivables on which we haggroximately $20 million of credit collateral. d8bvery ha
ended and both parties filed motions for summaggiment on July 1, 2005. Although management is lenalpredic
the outcome of this matter, it is not expectedaweha material impact on results of operationd) flasvs and financi:
condition.

6. GUARANTEES

There are certain immaterial liabilities recorded guarantees in accordance with FIN 45, “Guarastéiccounting
and Disclosure Requirements for Guarantees, Inotuthdirect Guarantees of Indebtedness to Othditsere is n
collateral held in relation to any guarantees igess of our ownership percentages. In the eventgaayantee
drawn, there is no recourse to third parties urdeggified below.

LETTERS OF CREDIT

We have entered into standby letters of credit (L@ith third parties. These LOCs generally covemis such as g
and electricity risk management contracts, constrmacontracts, insurance programs, security dépodebt servic
reserves and credit enhancements for issued b@/elsssued all of these LOCs in our ordinary counfskbusiness. #
June 30, 2005, the maximum future payments fothal LOCs were approximately $227 million with mafas
ranging from July 2005 to April 2007. As the parehthe various subsidiaries that have issued théxes, we hol
all assets of the subsidiaries as collateral. Tiseme recourse to third parties in the event th€3€s are drawn.

GUARANTEES OF THIRD-PARTY OBLIGATIONS
SWEPCo

In connection with reducing the cost of the ligmteing contract for its Henry W. Pirkey Power RI&BBWEPCo he
agreed, under certain conditions, to assume thdatdpase obligations and term loan payments ef ithining
contractor, Sabine Mining Company (Sabine). Indlient Sabine defaults under any of these agreenf&WwEPCos
total future maximum payment exposure is approxahgeB50 million with maturity dates ranging fromidfaary 200
to February 2012.

As part of the process to receive a renewal of a3 dRailroad Commission permit for lignite minirfgyWEPCo he
agreed to provide guarantees of mine reclamatiainénamount of approximately $85 million. Since SR use
selfbonding, the guarantee provides for SWEPCo to cartonuse its resources to complete the reclamatiche
event the work is not completed by a third partyneni At June 30, 2005, the cost to reclaim the nin2035 it
estimated to be approximately $39 million. This rguriee ends upon depletion of reserves estimat203& plus
years to complete reclamation.

INDEMNIFICATIONS AND OTHER GUARANTEES
Contracts

We entered into several types of contracts whiglire indemnifications. Typically these contractslude, but are n
limited to, sale agreements, lease agreementshasgcagreements and financing agreements. Genetiady:



agreements may include, but are not limited toemdifications around certain tax, contractual andirenmente
matters. With respect to sale agreements, our expa@enerally does not exceed the sale price. \Wieotastimate tf
maximum potential exposure for any of these indécations executed prior to December 31, 2002 dueht
uncertainty of future events. In 2004 and the faigt months of 2005, we entered into several sgteeaments. Tt
status of certain sales agreements is discussétbie 7. These sale agreements include indemniicsitivith i
maximum exposure related to the collective purchmie, which is approximately $2.2 billion. Thexee no materi
liabilities recorded for any indemnifications.

Master Operating Leas

We lease certain equipment under a master operbasg. Under the lease agreement, the lessoraimmeed t
receive up to 87% of the unamortized balance oktligpment at the end of the lease term. If thenferket value ¢
the leased equipment is below the unamortized balah the end of the lease term, we have commiittgzhy th:
difference between the fair market value and th@mortized balance, with the total guarantee naximeed 87% ¢
the unamortized balance. At June 30, 2005, the maxi potential loss for this lease agreement wasoappately
$45 million ($29 million, net of tax) assuming tfer market value of the equipment is zero at thd ef the leas
term.

Railcar Lease

In June 2003, we entered into an agreement withiralated, unconsolidated leasing company to |83%ecoal-
transporting aluminum railcars. The lease has dtmliterm of five years and may be renewed for tapthrec
additional five-year terms for a maximum of twegigars. We intend to renew the lease for the fudinty years.

At the end of each lease term, we may (a) renevarfiother fiveyear term, not to exceed a total of twenty yeds)
purchase the railcars for the purchase price amspetified in the lease, projected at the leasepitnen to be the the
fair market value, or (c) return the railcars arrdaage a third party sale (return-asale option). The lease
accounted for as an operating lease. This operkgtasg agreement allows us to avoid a large irgépltal expenditul
and to spread our railcar costs evenly over the&ep twenty-year usage.

Under the lease agreement, the lessor is guaratiiaethe sale proceeds under the returnsatd-option discuss
above will equal at least a lessee obligation arh@pecified in the lease, which declines over thent frorr
approximately 86% to 77% of the projected fair nearikalue of the equipment. At June 30, 2005, theimam
potential loss was approximately $31 million ($20lion, net of tax) assuming the fair market vahfethe equipmel
is zero at the end of the current lease term. allears are subleased for one year terms to a fikatafl compan
under an operating lease. The sublessee may rdmeledase for up to three additional grear terms. AEP has otl
railcar lease arrangements that do not utilizetthps of structure.

ACQUISITIONS, DISPOSITIONS, DISCONTINUED OPERATIONS AND ASSETS HELD FOR

7.
SALE
ACQUISITIONS

Public Service Enterprise Group (PSEG) Waterford &gy LLC (Utility Operations segmen

In May 2005, CSPCo signed a purchase and saleragreevith PSEG Waterford Energy LLC for the purchas ar
821 MW plant in Waterford, Ohio for $220 millionhiB transaction is contingent on the receipt otineg regulator
approval from PUCO and is expected to close irthird quarter of 2005.

Monongahela Power Company (Utility Operations Segnt)e

In June 2005, the PUCO ordered CSPCo to exploreuhehase of the Ohio service territory of MonorglalPowel



which includes approximately 29,000 customers. Qugust 2, 2005, we agreed to terms of a transactidich
includes the transfer of Monongahela Powédhio customer base and the assets that sene chemers to CSP!
for an estimated sales price of approximately $86om. The sale price will be adjusted based oolbwalues of th
acquired assets and liabilities at the closing.date anticipate the purchase, subject to regulaapproval, to clos
late in the fourth quarter of 2005.

DISPOSITIONS COMPLETED AND ANTICIPATED BEING COMPLE TED DURING 2005
Houston Pipe Line Company (HPL) (Investmer- Gas Operations segment)

In January 2005, we sold a 98% controlling interiestHPL, 30 BCF of working gas and working capifar
approximately $1 billion, subject to a working dapiand inventory truep adjustment. We retained a 2% owner
interest in HPL and provide certain transitionamaastrative services to the buyer. Although theets have be:
legally transferred, it is not possible to deterenall costs associated with the transfer until B@@A litigation is
resolved. Accordingly, we have deferred the exoés$lse sales price over the carrying cost of thieassets transferr
as a deferred gain of $376 million as of June 3M52 which is reflected in Deferred Credits and é€tbn ou
accompanying Condensed Consolidated Balance Steets subject to further purchase price wpeadjustments
defined in the contract. We provided an indemmtyamn amount up to the purchase price to the puectias damage
if any, arising from litigation with BOA and a rd8ng inability to use the cushion gas (see “EnBankruptcy -Right
to use of cushion gas agreemergsttion of Note 5). The HPL operations do not nibetcriteria to be shown
discontinued operations due to continuing involvemassociated with various contractual obligatioBgnifican
continuing involvement includes cash flows fromderrm gas contracts with the buyer through 2008¢ctshion ge
arrangement and our 2% ownership interest.

We also have a put option expiring in 2006, whidloves us to sell our remaining 2% interest to theydr fol
approximately $16 million.

Pacific Hydro Limited (Investment- Other segment)

In March 2005, we signed an agreement with Acci@d,. for the sale of our equity investment in RadHydro
Limited for approximately $88 million. The sale wesntingent on Acciona obtaining a controlling net& in Pacifi
Hydro Limited. The sale was consummated on July 2085 and we will recognize an estimated pretax gd
approximately $50 million.

Texas REPs (Utility Operations segment)

In December 2002, we sold two of our Texas RERSdntrica, a UKbased provider of retail energy. The sales |
was $146 million plus certain other payments intlgdan earningsharing mechanism (ESM) for AEP and Cen
to share in the earnings of the sold businesshieryears 2003 through 2006. The method of calaglatie annui
earnings-sharing amount was included in the Puechad Sales Agreement.

In March 2005, AEP and Centrica entered into aesesf agreements resulting in the resolution ohadpsues relate
to the sale and the disputed ESM payments for 20@B82004. Also in March 2005, we received paymeht$4=t
million and $70 million related to the ESM paymefis 2003 and 2004, respectively, resulting in at@x gain ¢
$112 million in the first quarter of 2005, which isflected in Other Income on our accompanying @osd:
Consolidated Statements of Income. The ESM paymiamt2005 and 2006 are contingent on Centschiture
operating results and are capped at $70 million $2@ million, respectively. Any shortfall below tpotential $7
million for 2005 will be added to the 2006 cap.

Texas Plants - Oklaunion Power Station (Utility Opions segment)

In January 2004, we signed an agreement to sell §C®@1% share of Oklaunion Power Station for apipnately



$43 million (subject to closing adjustments) to arelated party. By May 2004, we received notiaarfrthe twi
nonaffiliated coewners of the Oklaunion Power Station, announdnegy tdecision to exercise their right of first red
with terms similar to the original agreement. Imdi2004 and September 2004, we entered into sglesraents wit
both of our nonaffiliated co-owners for the saleT&@C’s 7.81% ownership of the Oklaunion Power Statidmest
agreements are currently being challenged in D&lagnty, Texas State District Court by the unrelgbarty witt
which we entered into the original sales agreeme&né unrelated party alleges that oneoemer has exceeded
legal authority and that the secondaener did not exercise its right of first refusala timely manner. The unrela
party has requested that the court declare thenteis’ exercise of their rights of first refusal void. Wannot predic
when these issues will be resolved. We do not éxiec sale to have a significant effect on our rfeittesults ¢
operations. TCG assets and liabilities related to the Oklauniowdt Station have been classified as Assets He
Sale and Liabilities Held for Sale, respectively,our Condensed Consolidated Balance Sheets at3lyrZ005 an
December 31, 2004. The plant does not meet the fooent-of-an-entity'triteria because it does not have cash f
that can be clearly distinguished operationallye Piant also does not meet the “component-of-aityértriteria fol
financial reporting purposes because it does netatp individually, but rather as a part of AEPPower Pool whic
includes all of the generation facilities owneddawy Registrant Subsidiaries.

Texas Plants - South Texas Project (Utility Operais segment)

In February 2004, we signed an agreement to sell'$25.2% share of the STP nuclear plant to an ueckfaarty fo
approximately $333 million, subject to closing adjuents. In June 2004, we received notice fronowoers of the
decisions to exercise their rights of first refugsath terms similar to the original agreement. lep&mber 2004, v
entered into sales agreements with two of our ritiaééd co-owners for the sale of TCC25.2% share of the S
nuclear plant. The sale was completed for approtain&®314 million and the assumption of liabilities$22 millior
in May 2005 and did not have a significant effectoar results of operations. The plant does nott ithee*component-
of-an-entity” criteria because it does not have cash flows tate clearly distinguished operationally. The phsc
does not meet the “component-of-an-entityiteria for financial reporting purposes becauseldes not opera
individually, but rather as a part of AEEPPower Pool which includes all of the generatiacilities owned by ol
Registrant Subsidiaries.

DISCONTINUED OPERATIONS

Certain of our operations were determined to beadisnued operations and have been classifiedasfeu all period
presented. Results of operations of these busindese been reclassified for the three andrsxth periods end:
June 30, 2005 and 2004 as shown in the followibtpta

For the three months ended Jun@@05 and 2004:

SEEBOARD U.K.
(@) Operations (b) Total
(in millions)
2005 Revenue $ - $ - $ -
2005 Pretax Income (LosS) - - -
2005 Income (Loss) After tax 3 - 3
Pushan
Power U.K.
Plant LIG (c) Operations Total
(in millions)
2004 Revenue $ - $ 4 $ 34 % 38
2004 Pretax Income (LosS) - 2 (80) (78)

2004 Income (Loss) After tax (1) 2 (52 (51)



For the six months ended June€805 and 2004:

SEEBOARD U.K.
(@) Operations (b) Total
(in millions)
2005 Revenue $ - $ - $ -
2005 Pretax Income (LosS) - (8) (8)
2005 Income (Loss) After tax 9 5 4
Pushan
Power U.K.
Plant LIG (c) Operations Total
(in millions)
2004 Revenue $ 10 $ 164 $ 75 9 24¢
2004 Pretax Income (Loss) 9 1 (99) (89)
2004 Income (Loss) After tax 5 1 (64) (58)

(a) Includes a tax adjustment related to the SakE&BOARD.
(b) Relates primarily to purchase price true-upsiients.
(c) Includes LIG Pipeline Company and subsidiaaied Jefferson Island Storage & Hub LLC.

For the six months ended June 30, 2004, the negase in cash and cash equivalents of discontiopetations we
$2 million, primarily from the cash flows from oping activities of the discontinued operations.

ASSETS HELD FOR SALE

The assets and liabilities of the entities thateaetassified as held for sale at June 30, 2009@mwember 31, 2004 ¢
as follows:

Texas Plants

June 30, Decembel
2005 31, 2004

Assets: (in millions)
Other Current Assets $ 2 $ 24
Property, Plant and Equipment, Net 44 41%
Regulatory Assets - 48
Nuclear Decommissioning Trust Fu - 142
Total Assets Held for Sale $ 46 $ 62€
Liabilities:

Regulatory Liabilities $ 1% 1
Asset Retirement Obligations - 24¢
Total Liabilities Held for Sale $ 19 25C

8. BENEFIT PLANS

Components of Net Periodic Benefit Costs

The following table provides the components of pet periodic benefit cost for the following plams the three ar
six months ended June 30, 2005 and 2004:



Three Months Ended June 30, 2005 Other Postretirement

and 2004: Pension Plans Benefit Plans
2005 2004 2005 2004
(in millions)
Service Cost $ 23 $ 21 $ 10 $ 10
Interest Cost 56 56 26 29
Expected (Return) on Plan Assets (78) (72 (22 (20
Amortization of Transition Obligatic - 1 7 7
Amortization of Net Actuarial Loss 14 4 7 9
Net Periodic Benefit Cost $ 15 $ 10 $ 28 % 35
Six Months Ended June 30, 2005 Other Postretirement
and 2004: Pension Plans Benefit Plans
2005 2004 2005 2004
(in millions)
Service Cost $ 46 $ 43 $ 21 $ 20
Interest Cost 112 112 53 58
Expected (Return) on Plan Assets (155) (144 (45) (40)
Amortization of Transition Obligatic - 1 14 14
Amortization of Net Actuarial Loss 27 8 14 18
Net Periodic Benefit Cost $ 30 $ 20 $ 57 $ 70
9. BUSINESS SEGMENTS

As outlined in our 2004 Annual Report, our busingsategy and the core of our business are to foaudomesti
electric utility operations. Our previous decisitbiat we no longer sought business interests outditlee footprint o
our domestic core utility assets led us to embarkaodivestiture of such noncore assets. Major adisestiture
included the sale in 2004 of two generating plamthe U.K., LIG and Jefferson Island Storage & Habd the sale
January 2005 of a 98% interest in the HPL asseiss€juently, the significance of our three Investimeegments
declining.

Our segments and their related business actiatiess follows:
Utility Operations

» Domestic generation of electricity for sale to ledad wholesale customers.
» Domestic electricity transmission and distribution.

Investments - Gas Operations

» (Gas pipeline and storage services.
» Gas marketing and risk management activities.

Operations of Louisiana Intrastate Gas, includieffedson Island Storage, were classified as Discoat
Operations during 2003 and were sold during

the third and fourth quarters of 2004, respettive/e sold our 98% interest in HPL during the tfigaiarter o
2005.

Investments - UK Operations



» International generation of electricity for salenbolesale customers.
» Coal procurement and transportation to our plants.

UK Operations were classified as Discontinued Ogpmra during 2003 and were sold during the thirdrtgr o
2004.

Investments - Other

« Bulk commodity barging operations, wind farms, ipdedent power producers and other energy suppyec
businesses.

Four independent power producers were sold duhiadhird and fourth quarters of 2004.

With the sale of a 98% controlling interest in HRuring January 2005, we have substantially comglglanne
disposals of all significant noncore assets. Acowylgt, effective with the quarter ended March 30032, certai
subsidiaries representing shared service funct@muscosts were reclassified to Utility Operations énvestments -
Other from either InvestmentsOther or All Other. Such reclassifications wererded necessary given the remait
compositions of the individual segments and theneadf the shared service functions and costs.

The tables below present segment income statemfemination for the three and six months ended Be&005 an
2004 and balance sheet information as of June 305 2nd December 31, 2004. These amounts includain
estimates and allocations where necessary. Praorgmounts have been reclassified to conform tatinent years
presentation.

Investments
All  Reconciling
Utility Gas UK Other Adjustments
Three Months Ended Operations Operations Operations Other (&) (b) Consolidatec
June 30, 2005 (in millions)

Revenues from:

External Customers $ 2,64¢$ 19% - $ 1058 -% -$ 2,77:

Other Operating Segments 19 (17) - 3 - (5) -
Total Revenues $ 2,66(% 2% - $ 106 -% (5% 2,77¢
Income (Loss) Before
Discontinued Operations $ 247% 2% - $ (% (29)% -$ 21¢
Discontinued Operations, Net o
Tax - - - 3 - - 3
Net Income (Loss $ 247 % (2% - $ 2% (26)% -$ 221

As of June 30, 2005

Total Property, Plant and
Equipment $ 36,73t$ 2% - $833% 3% -$ 37,57¢
Accumulated Depreciation
and Amortization 14,58( 1 - 10C 1 - 14,68
Total Property, Plant and
Equipment - Net $ 22,15t$ 1% - $734% 2% -$ 22,89

Total Assets $ 31,96:$ 1,02¢ $ 574c)$ 421%$9,26¢$ (9,319% 33,93¢



Assets Held for Sale 46

(&) All Other includes interest, litigation andhet miscellaneous parent company expenses.
(b) Reconciling Adjustments for Total Assets primarityclude the elimination of intercompany advance
affiliates and intercompany accounts receivabla@lwith the elimination of AER' investments in subsidiz

companies.

46

(c) Total Assets of $574 million for the InvestrtelK Operations segment include $553 million in &ifibc
accounts receivable related to federal income téxasare eliminated in consolidation. The majonfythe

remaining $21 million in assets represents caslkvalgunts along with value-added tax receivables.

Investments
All  Reconciling
Utility Gas Other Adjustments
Three Months Ended Operations Operations Operations  Other (a) (b) Consolidatec
June 30, 2004 (in millions)

Revenues from:

External Customers $ 2,50¢$ 77¢$ - $ 1243 -$% -$ 3,411

Other Operating Segments 37 15 - 7 (2 (57) -
Total Revenues $ 2,54t $ 794 % - $ 1318 (2% (57)% 3,411
Income (Loss) Before
Discontinued

Operations $ 184 % (4)$ - $ 4% (29% -3 151
Discontinued Operations, Net ¢
Tax - 2 (52) (1) - - (51)
Net Income (Loss $ 184$ 2% 520 $ B% (29% -$ 10C

As of December 31, 2004

Total Property, Plant and
Equipment $ 36,00¢$ 44t $ - $832% 3% -$ 37,28¢
Accumulated Depreciation and

Amortization 14,35¢ 43 - 86 1 - 14,48¢
Total Property, Plant and
Equipment - Net $ 21,65 % 402 $ - $ 74€3 293 -$ 22,80:
Total Assets $ 3217t$ 1,78¢$ 22](c) $2,071 $8,09: $ (9,686)% 34,66:
Assets Held for Sale 62¢ - - - - - 62¢

(&) All Other includes interest, litigation andhet miscellaneous parent company expenses.
(b) Reconciling Adjustments for Total Assets primarityclude the elimination of intercompany advance
affiliates and intercompany accounts receivabla@lwith the elimination of AER' investments in subsidiz

companies.

(c) Total Assets of $221 million for the InvestrtelK Operations segment include $124 million in &ifibc
accounts receivable that are eliminated in conatid. The majority of the remaining $97 million asset

represents cash equivalents and third party relsleisa

Investments

All

Reconciling



Utility Gas UK Other Adjustments

Six Months Ended Operations Operations Operations Other (a) (b) Consolidatec
June 30, 2005 (in millions)
Revenues from:
External Customers $ 518€$ 37¢$ - $ 1948 -% -$ 5,75¢
Other Operating Segments 96 (90) - 6 1 (13) -
Total Revenues $ 5,28:% 28€ $ - $20Cs 1% (13)$ 5,75¢

Income (Loss) Before

Discontinued Operations $ 60C$ 8% - $ 4% (408 -3 572
Discontinued Operations, Net of

Tax - - (5) 9 - - 4
Net Income (Loss $ 60C$ 8% (5) $ 13% (40% -3 57¢€

As of June 30, 2005
Total Property, Plant and

Equipment $ 36,733 2% - $834% 3% -$ 37,57¢
Accumulated Depreciation and

Amortization 14,58( 1 - 10C 1 - 14,68
Total Property, Plant and
Equipment - Net $ 22,15¢$ 1% - $734% 2% -$ 22,89
Total Assets $ 31,96:% 1,02¢ $ 574(c)$ 421%$9,26¢$ (9,319% 33,93¢
Assets Held for Sale 46 - - - - - 46

(@) All Other includes interest, litigation andhet miscellaneous parent company expenses.

(b) Reconciling Adjustments for Total Assets primarityclude the elimination of intercompany advance
affiliates and intercompany accounts receivabla@lwith the elimination of AER' investments in subsidit
companies.

(c) Total Assets of $574 million for the InvestrtelK Operations segment include $553 million in &ifibc
accounts receivable related to federal income téxasare eliminated in consolidation. The majonfythe
remaining $21 million in assets represents caskvalpnts and third party receivables.

Investments
All  Reconciling
Utility Gas UK Other Adjustments
Six Months Ended Operations Operations Operations  Other (&) (b) Consolidatec
June 30, 2004 (in millions)
Revenues from:
External Customers $ 5,08¢$ 1,431% - $ 25t -% -$ 6,77t
Other Operating Segments 58 39 - 27 4 (129) -
Total Revenues $ 5147% 1,47( $ - $282% 4% (126)$ 6,77t
Income (Loss) Before
Discontinued Operations $ 48¢ $ (14)$ - 9 -$ (349)% -3 44(
Discontinued Operations, Net ¢
Tax - 1 (64) 5 - - (58)
Net Income (Loss $ 48€ $ (13)$ 64 $ 5% (393 -$ 382




As of December 31, 2004
Total Property, Plant and

Equipment $ 36,00¢$ 44t $ - $832% 3% -$ 37,28¢
Accumulated Depreciation

and Amortization 14,35t 43 - 86 1 - 14,48¢
Total Property, Plant and

Equipment - Net $ 21,65 % 402 $ - $ 7468 2% -$ 22,80:
Total Assets $ 3217t$ 1,78¢$ 221(c) $2,071$8,09: $ (9,686)% 34,66
Assets Held for Sale 62€ - - - - - 62€

(@) All Other includes interest, litigation andhet miscellaneous parent company expenses.

(b) Reconciling Adjustments for Total Assets primarityclude the elimination of intercompany advance
affiliates and intercompany accounts receivabla@lwith the elimination of AER’ investments in subsidit
companies.

(c) Total Assets of $221 million for the InvestrtelK Operations segment include $124 million in &ifiéc
accounts receivable that are eliminated in conatid. The majority of the remaining $97 million asset
represents cash equivalents and third party relsleisa

10. INCOME TAXES

On June 30, 2005, the Governor of Ohio signed ®luose Bill 66 into law enacting sweeping tax chanigepacting
all companies doing business in Ohio. Most of tigmicant tax changes will be phased in over &4pear perioc
while some of the less significant changes becautg éffective July 1, 2005. Changes to the Ohianthise tas
nonutility property taxes, and the new commerctdivaty tax are subject to phase- The Ohio franchise tax will ful
phase-out over a fivgear period beginning with a 20% reduction in stadéchise tax for taxable income accr
during 2005. In the second quarter of 2005, wersadedeferred state income tax liabilities of $6llion that are nc
expected to reverse during the phasé-We recorded $4 million as a reduction to Inecfiaxes and, for the Of
companies, established a regulatory liability f67 $nillion pending ratemaking treatment in Ohio.

The new legislation also imposes a new commerciity tax at a fully phasedx rate of 0.26% on all Ohio grc
receipts. The new tax will be phased-in over a-fiear period beginning July 1, 2005 at 23% of tHeGL26% rate
The increase in Taxes Other than Income Taxes(ob & expected to be $2 million.

Other tax reforms effective July 1, 2005 includesduction of the sales and use tax from 6.0 %5605the phaseut
of tangible personal property taxes for our noitytibusinesses, the elimination of the 10% rollbackeal estate tax
and the increase in the premiums tax on insuraodeigs; all of which will not have a material imgaon future
results of operations and cash flows.

11. FINANCING ACTIVITIES

Long-term debt and other securities issued, retiredpaimdipal payments made during the first six mor@h2005 ar
shown in the tables below.

Principal Interest Due
Company Type of Debt Amount Rate Date
(@in
millions)

Issuances:



AEP

APCo
APCo
APCo
OPCo

OPCo
PSO
SWEPCo
TCC
TCC

Non-Registrant:

AEP Subsidiary
Total Issuances

Senior Unsecured Notes
Senior Unsecured Notes
Senior Unsecured Notes
Senior Unsecured Notes
Installment Purchase
Contracts

Installment Purchase
Contracts

Senior Unsecured Notes
Senior Unsecured Notes
Installment Purchase
Contracts

Installment Purchase
Contracts

Notes Payabl

$ 1,67¢(a)

$ 34¢

20C
15C
25¢

54
164

75
15C
162

12C

6

4.709%
4.95%
4.40%
5.00%

Variable
Variable
4.70%
4.90%
Variable

Variable

Variable

2007
2015
2010
2017
2029

2028
2011
2015
2030

2028

2009

The above borrowing arrangements do not containagees, collateral or dividend restrictions.

(a)Amount indicated on statement of cash flows of 6Q,illion is net of issuance
costs and unamortized premium or

discount.
Principal Interest  Due
Company Type of Debt Amount Rate Date
(@in
millions)
Retirements and
Principal
Payments:
AEP Senior Unsecured Notes  $ 55C 6.125% 2006
AEP Senior Unsecured Notes 34kt 5.75% 2007
AEP Other Debt 6 Variable 2007
AEP anc Other Various
Subsidiaries 12(b) Variable
APCo First Mortgage Bonds 5C 8.00% 2005
APCo First Mortgage Bonds 3C 6.89% 2005
APCo First Mortgage Bonds 45 8.00% 2025
APCo Senior Unsecured Notes 45C 4.80% 2005
OPCo Installment Purchase 2029
Contracts 10z 6.375%
OPCo Installment Purchase 2028
Contracts 8C  Variable
OPCo Installment Purchase 2029
Contracts 36 Variable
OPCo Notes Payabl 3 6.81% 2008
OPCo Notes Payabl 3 6.27% 2009
PSO First Mortgage Bonds 5C 6.50% 2005
SWEPCo Notes Payabl 3 4.47% 2011



SWEPCo Notes Payabl 2 Variable 2008

TCC Senior Unsecured Notes 15C 3.00% 2005
TCC Senior Unsecured Notes 10C  Variable 2005
TCC Securitization Bonds 29 3.54% 2005
Non-Registrant:

AEP Subsidiaries Notes Payabl 6 Variable Various
Total Retirements $ 2,05Z(c)

(b) Amount reflects mark-to-market of risk managemeoritiacts related to longgrn
debt.

(c) The cash used for retirement of lotegm debt indicated on statement of cash f
of $2,040 million does not include $12 million redd to the mark-tanarket of risl
management contracts.

Preferred Stock Redemptic
In January 2005, the following outstanding shafgweferred stock were redeemed:

Number of Shares

Company Series Redeemed Amount
(in millions)

&M 5.900% 132,000 $ 13
&M 6.250% 192,500 19
&M 6.875% 157,500 16
&M 6.300% 132,450 13
OPCo 5.900% 50,000 5

$ 66

Common Stock Repurchase

In March 2005, we repurchased 12.5 million shafesun outstanding common stock through an acceddrahar:
repurchase agreement at an initial price of $34&3share plus transaction fees. The purchaseanéshin the ope
market was completed by a broldgaler in May and we received a purchase pricestdgnt of $6.45 million bast
on the actual cost of the shares repurchased.

Remarketing of Senior Note

In June 2005, we remarketed and settled $345 mibibAEP’s 5.75% senior notes at a new interest rate of944:
The senior notes will mature on August 16, 2007 $anior notes were originally issued in June 2@02nnectio
with our 9.25% equity units. We did not receive gmgceeds from the mandatory remarketing. On Auf6s200=
the forward purchase contracts, which formed pérthe equity units, will settle and holders will vequired t
purchase 8.4 million AEP common shares, based®nutrent stock price, which will be issued at tirae.

12. COMPANY -WIDE STAFFING AND BUDGET REVIEW

As result of a companyide staffing and budget review 466 positions wieentified for elimination. Accordingl
approximately $24 million pretax severance benefitpense was recorded (primarily in Maintenance @k
Operation) in the second quarter of 2005. The vahg table shows the total expense recorded andeimaining
accrual (reflected primarily in Current Liabilitie©ther) as of June 30, 2005:

Amount



(in

millions)
Total Expense $ 24
Less: Total Payments 3

Remaining Accrual at June 30, 2005 $ 21




AEP GENERATING COMPANY




AEP GENERATING COMPANY
MANAGEMENT 'S NARRATIVE FINANCIAL DISCUSSION AND ANALYSIS

Results of Operations

Operating revenues are derived from the sale ofsbare of Rockport Plant energy and capacity to 1&hil KPC
pursuant to FERC approved lotgrm unit power agreements. The unit power agre&smprovide for a FER
approved rate of return on common equity, a returrother capital (net of temporary cash investmeans recover
of costs including operation and maintenance, &gl taxes. Fluctuations in Net Income are a refuiérms in th
unit power agreements which allow for the monthdycalation of return on total capital, largely dedent on th
percentage of plant assets in service.

Second Quarter of 2005 Compared to Second Qudrg&0dg

Reconciliation of Second Quarter of 2004 to Secor@uarter of 2005 Net Income

(in millions)
Second Quarter of 2004 Net Incom $ 1.5
Change in Gross Margin:
Wholesale Sale 0.t

Changes in Operating Expenses and Othe

Other Operation and Maintenar 0.1
Depreciation and Amortizatic (0.2
Interest Charge 0.2
Total Change in Operating Expenses and Othe 0.1

Income Tax Expens -
Second Quarter of 2005 Net Incom $ 2.1

Gross margin increased $0.5 million primarily dweat higher return on capital as a result of anease in th
percentage of plant assets in service with the ¢etiop of low NO, burner installation in 2004. Gross margin and

Income fluctuate consistent with the plant in seg\percentage in accordance with the unit powereagents.

The decrease in Other Operation and Maintenancensgs resulted from decreased outages and thedrelast
compared to prior year.

Depreciation and Amortization increased reflectimgyeased depreciable generating plant.
Interest Charges decreased due to lower borroviingsthe Utility Money Pool.
Income Taxes

The effective tax rates for the second quartero®b2and 2004 were (11.3)% and (19.7)%, respectivdig differenc
in the effective income tax rate and the federatiusbry rate of 35% is primarily due to amortizatiof investment te
credits, flowthrough of book versus tax temporary differences state income taxes. The change in the effecaix
rate is primarily due to lower state and local meotaxes and changes in various permanent and tifiawgl



temporary differences.

Six Months Ended June 30, 2005 Compared to Six MoBnhded June 30, 2004

Reconciliation of Six Months Ended June 30, 2004 t8ix Months Ended June 30, 2005 Net Income

(in millions)
Six Months Ended June 30, 2004 Net Incon $ 3.2
Change in Gross Margin:
Wholesale Sale (1.9
Changes in Operating Expenses and Othe
Other Operation and Maintenar 3.6
Depreciation and Amortizatic (0.9
Taxes Other Than Income Ta» (0.2
Nonoperating Income and Expenses, 0.1
Total Change in Operating Expenses and Othe 3.4
Income Tax Expens (0.2
Six Months Ended June 30, 2005 Net Incon $ 4.€

Gross margin decreased $1.9 million primarily due tlecrease in operation and maintenance expansalp offse
by the impact of the higher percentage of plane@sm service on return on capital discussed abGvess margi
fluctuates consistent with operation and mainteaaxpense in accordance with the unit power agreesme

The decrease in Other Operation and Maintenancensgg resulted from decreased outages and thedrelast
compared to prior year. In 2004, Rockport Plantt2mvas shut down for planned boiler inspection esmhirs fron
early February through early April.

Depreciation and Amortization increased reflectimgyeased depreciable generating plant.
The increase in Taxes Other Than Income Taxesctefiecreased real and personal property taxe8.afrillion.
Income Taxes

The effective tax rates for the first six month20D5 and 2004 were (3.7)% and (13.9)%, respegtiVdle differenc
in the effective income tax rate and the federatiusbry rate of 35% is primarily due to amortizatiof investment te
credits, flowthrough of book versus tax temporary differences state income taxes. The change in the effecaix
rate is primarily due to lower state and local meotaxes and changes in various permanent and tificwgl
temporary differences.

Off-Balance Sheet Arrangement

In prior years, we entered into an off-balance slaeeangement. Our current policy restricts the okeff-balanc:
sheet financing entities or structures to tradalorperating lease arrangements. Ourbaffance sheet arrangement
not changed significantly since year-end. For catgpinformation on our off-balance sheet arrangemsen “Off-
balance Sheet Arrangements” in the “Managementisailge Financial Discussion and Analysggction of our 20C
Annual Report.

Summary Obligation Information




A summary of our contractual obligations is incldda our 2004 Annual Report and has not changegifgigntly
from year-end.

Significant Factors

See the “Combined Management’s Discussion and Amsmlpf Registrant Subsidiariesection for addition.
discussion of factors relevant to us.

Critical Accounting Estimates

See “Critical Accounting Estimates” section of “Cloimed Managemerd’ Discussion and Analysis of Regist
Subsidiaries”in the 2004 Annual Report for a discussion of tlstingates and judgments required for regule
accounting, revenue recognition, the valuatioroafjtHived assets and the impact of new accountingquncements.




AEP GENERATING COMPANY

CONDENSED STATEMENTS OF INCOME
For the Three and Six Months Ended June 30, 2005 dr2004

(Unaudited)
(in thousands)

Three Months Ended

Six Months Ended

2005 2004 2005 2004

OPERATING REVENUES $ 65,08 $ 56,34¢ $ 131,62¢ $ 111,63(
OPERATING EXPENSES
Fuel for Electric Generation 33,23t 25,03¢ 68,36¢ 46,43«
Rent - Rockport Plant Unit 2 17,07: 17,07: 34,14; 34,14.
Other Operation 3,07t 2,66¢ 5,46( 5,15¢
Maintenance 2,272 2,79( 3,99( 8,19(
Depreciation and Amortization 5,98¢ 5,772 11,94¢ 11,50¢
Taxes Other Than Income Taxes 1,051 94z 2,07¢ 1,88¢
Income Taxes 66€ 69¢ 1,60z 1,39
TOTAL 63,357 54,97¢ 127,58 108,71(
OPERATING INCOME 1,72¢ 1,37: 4,04¢ 2,92(
Nonoperating Incom 84 5 84 29
Nonoperating Expenst 49 80 11z 14c¢
Nonoperating Income Tax Crel 8717 947 1,76¢ 1,80¢
Interest Charges 564 73¢ 1,19¢ 1,271
NET INCOME $ 2,07 % 1,50¢ $ 4,58¢ $ 3,33¢
CONDENSED STATEMENTS OF RETAINED EARNINGS
For the Three and Six Months Ended June 30, 2005 dr2004
(Unaudited)
(in thousands)

Three Months Ended Six Months Ended

2005 2004 2005 2004
BALANCE AT BEGINNING OF PERIOD $ 25,817 $ 22,00¢ $ 24,237 $ 21,44
Net Income 2,07: 1,50¢ 4,58¢ 3,33:
Cash Dividends Declared 93¢ 1,261 1,87¢ 2,52¢
BALANCE AT END OF PERIOD $ 26,947 $ 22,25. % 26,947 $ 22,25

The common stock of AEGCo is wholly-owned by AEP.



See Condensed Notes to Financial Satements of Registrant Subsidiaries.




AEP GENERATING COMPANY
CONDENSED BALANCE SHEETS
ASSETS
June 30, 2005 and December 31, 2004
(Unaudited)
(in thousands)

ELECTRIC UTILITY PLANT

Production
General
Construction Work in Progress

Total
Accumulated Depreciation and Amortization

TOTAL - NET

OTHER PROPERTY AND INVESTMENTS

Nonutility Property, Ne

CURRENT ASSETS
Accounts Receivable - Affiliated Companies
Fuel
Materials and Supplies
Prepayments
TOTAL

DEFERRED DEBITS AND OTHER ASSETS

Regulatory Assets:
Unamortized Loss on Reacquired Debt
Asset Retirement Obligations

Deferred Property Taxes

Other Deferred Charges

TOTAL
TOTAL ASSETS

See Condensed Notes to Financial Statements of Registrant Subsidiaries.

2005 2004
681,91 $ 681,25
3,937 3,73¢
6,76( 7,72¢
692,61 692,72.
376,11 368,48
316,50: 324,23
11¢ 11¢
24,15¢ 23,07¢
11,42¢ 16,40
6,67¢ 5,96:
26 .
42,28¢ 45,44:
4,377 4,49¢
1,21¢ 1,117
2,507 557
412 427
8,51( 6,59-
367,41¢ $ 376,39




AEP GENERATING COMPANY
CONDENSED BALANCE SHEETS
CAPITALIZATION AND LIABILITIES
June 30, 2005 and December 31, 2004
(Unaudited)

CAPITALIZATION

Common Shareholder’s Equity:
Common Stock - $1,000 par value per share:
Authorized and Outstanding - 1,000 shares
Paid-in Capital
Retained Earnings
Total Common Shareholder’s Equity
Long-term Debt

TOTAL

CURRENT LIABILITIES

Advances from Affiliates
Accounts Payable:
General
Affiliated Companies
Taxes Accrued
Interest Accrued
Obligations Under Capital Leases
Rent Accrued - Rockport Plant Unit 2
Other

TOTAL

DEFERRED CREDITS AND OTHER LIABILITIES

Deferred Income Taxes
Regulatory Liabilities:
Asset Removal Costs
Deferred Investment Tax Credits
SFAS 109 Regulatory Liability, Net
Deferred Gain on Sale and Leaseback - Rockport Rlam 2
Obligations Under Capital Leases
Asset Retirement Obligations

TOTAL

Commitments and Contingencies (Note 5)

TOTAL CAPITALIZATION AND LIABILITIES

See Condensed Notes to Financial Satements of Registrant Subsidiaries.

2005

2004

(in thousands)

$ 1,000 $ 1,00
23,43 23,43
26,94’ 24,23;
51,38: 48,67
44,82 44,82
96,20 93,49
24,62 26,91

70¢ 445
15,23 17,90
6,76 8,80¢

911 911

28¢ 21(
4,96: 4,96

34¢ 73
53,83 60,22
22,99( 24,76:
27,10 25,428
44,58: 46,25(
12,248 12,85:
97,11 99,90
12,07( 12,26
1,26+ 1,21¢
217,37: 222,67t

$ 367,41 $ 376,39







AEP GENERATING COMPANY

CONDENSED STATEMENTS OF CASH FLOWS
For the Six Months Ended June 30, 2005 and 2004

(Unaudited)
(in thousands)

OPERATING ACTIVITIES

Net Income
Adjustments to Reconcile Net Income to Net Cash Riess From Operating
Activities:
Depreciation and Amortization
Deferred Income Taxes
Deferred Investment Tax Credits
Deferred Property Taxes
Amortization of Deferred Gain on Sale and Leasebd&ckport Plant Unit 2
Change in Other Noncurrent Assets
Change in Other Noncurrent Liabilities
Changes in Components of Working Capital:
Accounts Receivable
Fuel, Materials and Supplies
Accounts Payable
Taxes Accrued
Other Current Assets
Other Current Liabilities

Net Cash Flows From Operating Activities

INVESTING ACTIVITIES

Construction Expenditures
Net Cash Flows Used For Investing Activities

FINANCING ACTIVITIES

Changes in Advances from Affiliates, Net
Dividends Paid

Net Cash Flows From (Used For) Financing Activities

Net Increase in Cash and Cash Equivalents
Cash and Cash Equivalents at Beginning of Period

Cash and Cash Equivalents at End of Period

SUPPLEMENTAL DISCLOSURE:

2005 2004
$ 4,58¢ $ 3,33¢
11,94¢ 11,50¢
(2,379 (1,319

(1,66¢) (1,66¢)

(1,950) (1,637)

(2,785 (2,785

(1,296 (67)

1,53¢ 73

(1,081) 752

4,26¢ (4,01))

(2,405 (2,226)

(2,042) 4,457

(26) (21)

354 80

7,05¢ 6,47:

(2,882) (9,815)

(2,887) (9,815

(2,292) 5,86¢

(1,879 (2,529

(4,177%) 3,34

$ - $ -

Cash paid for interest net of capitalized amourds $1,063,000 and $1,138,000 and for income tarssh®,080,0(
and $570,000 in 2005 and 2004, respectively. Ndneaguisitions under capital leases were $26,000%44,000 i

2005 and 2004, respectively.

See Condensed Notes to Financial Satements of Registrant Subsidiaries.






AEP GENERATING COMPANY
INDEX TO CONDENSED NOTES TO FINANCIAL STATEMENTS OF REGISTRANT SUBSIDIARIES

The condensed notes to AEGE€@ondensed financial statements are combinedthdtitondensed notes to finan
statements for other subsidiary registrants. Lisldw are the condensed notes that apply to AEGCo.

Footnote
Reference

Significant Accounting Matters Note 1
New Accounting Pronouncemer Note 2
Commitments and Contingencies Note 5
Guarantees Note 6
Business Segments Note 9
Financing Activities Note 11

Company-wide Staffing and Budget Review Note 12







AEP TEXAS CENTRAL COMPANY AND SUBSIDIARY




AEP TEXAS CENTRAL COMPANY AND SUBSIDIARY
MANAGEMENT 'S FINANCIAL DISCUSSION AND ANALYSIS

Results of Operations

Second Quarter of 2005 Compared to Second Qudrg&0d

Reconciliation of Second Quarter of 2004 to Secor@uarter of 2005 Net Income

(in millions)

Second Quarter of 2004 Net Incom $ -
Changes in Gross Margin:
Texas Supph 2
Texas Wires 8
Off-system Sale (4)
Transmission Revenu D)

Total Change in Gross Margin 5
Changes in Operating Expenses and Othe
Other Operation and Maintenar 22
Depreciation and Amortizatic (7)
Taxes Other Than Income Ta» 2
Carrying Costs on Stranded Cost Recoy 20

Total Change in Operating Expenses and Othe 37
Income Tax Expens §14)
Second Quarter of 2005 Net Incom $ 28

Net Income increased to $28 million in the secondrtgr of 2005. The key drivers of the increaseevéenet decrea
in Other Operation and Maintenance of $22 millionl ancreased Carrying Costs on Stranded Cost Reca¥es20
million.

The major components of our change in gross madgfined as revenues net of related fuel and psezhaowel
were as follows:

» Texas Supply margins were $2 million higher prinyadue to a provision for refund decrease in 200452
million as a result of the 2004 final fuel recoratibn trueup, lower fuel expense of $77 million, and an iase
in realized dedicated gas revenue of $6 millione Tritrease in Texas Supply margins was offset byldks o
revenue from Centrica, our largest REP custome$96f million, loss of ERCOT Reliability Must Run NR)
margins of $9 million and decreased ERCOT Enertgssaf $11 million. Also contributing to the offseft highel
Texas Supply margins were the loss of capacityssai&9 million due to the sale of certain generaplants an
a decrease of $6 million of affiliated REP sales tluloss of customers for AEP Texas C&lI.

» Wires revenues increased $8 million primarily doeh increase in sales volumes of 7% resultindypfidm a
12% increase in cooling degree days.

« Margins from Off-system Sales decreased $4 miliomarily due to lower optimization activity.

Operating Expenses and Other changed betweenasé&rows:



« Other Operation and Maintenance expenses decr§ageaillion primarily due to a $9 million decreasepowet
plant operations and an $11 million decrease ingegant maintenance both due to the sale of cegeneratiol
plants along with a $2 million decrease in emplesalated expenses.

» Depreciation and Amortization expense increasedn$lfon primarily due to the recovery and amortipat of
securitized assets.

» Taxes Other Than Income Taxes decreased $2 mjliomarily due to lower propertyelated taxes as a result
the sale of certain generation plants.

» Carrying Costs on Stranded Cost Recovery of $20bamilvere recorded in the second quarter of 2005.

Income Taxes

The effective tax rates for the second quartero®b2and 2004 were 21.8% and 94.2%, respectively.diiffierence i
the effective income tax rate and the federal &tajurate of 35% is due to permanent differencesoréization o
investment tax credits, consolidated tax savingmfParent, state income taxes and federal incomadpmstment:
The change in the effective tax rate for the comafpae period is primarily due to pretax income a@oasolidated te
savings from Parent, offset in part by federal medax adjustments.

Six Months Ended June 30, 2005 Compared to Six MoBnhded June 30, 2004

Reconciliation of Six Months Ended June 30, 2004 8ix Months Ended June 30, 2005 Net Income

(in millions)

Six Months Ended June 30, 2004 Net Inconr $ 29
Changes in Gross Margin:
Texas Suppl (33
Texas Wires 9
Off-system Sale (5)
Other Revenue 9

Total Change in Gross Margin (38)
Changes in Operating Expenses and Othe
Other Operation and Maintenar 30
Depreciation and Amortizatic (7)
Taxes Other Than Income Tay 2
Carrying Costs on Stranded Cost Recoy 15
Nonoperating Income and Expense, (6)
Interest Charge 6

Total Change in Operating Expenses and Othe 40
Income Tax Expens (1)
Six Months ended June 30, 2005 Net Incon $ 30

Net Income remained relatively flat for the six tfmmended June 30, 2005 compared to the six mentted June 3
2004.

The major components of our change in gross madgfined as revenues net of related fuel and psezh@owel
were as follows:

« Texas Supply margins were $33 million lower priryadue to the loss of revenue from Centrica, owgdat REF
customer, of $172 million, loss of ERCOT RMR maggwof $16 million and decreased ERCOT Energy sdi



$14 million. Also contributing to the lower Texas@ly margins were the loss of capacity sales af illion
due to the sale of certain generation plants addaiease of $7 million of affiliated REP sales dmdoss o
customers for AEP Texas C&I. These decreases wentgalty offset by a decrease in 2004 for provision
refund of $62 million due to the 2004 final fuetomciliation true-up and lower fuel expense of $ififion.

« Texas Wires revenue increased $9 million primatilg to an increase in sales volumes of 4% duege lpart tc
increased degree days.

« Margins from Off-system Sales decreased $5 miliomarily due to lower optimization activity.

» Other Revenues for 2005 decreased $9 million piiyndue to a prior year adjustment in 2004 for l&tfed
OATT and ancillary services resulting from revi¢gglICOT data received for the years 2001 through 2003

Operating Expenses and Other changed betweenasé&rows:

« Other Operation and Maintenance expenses decré&sednillion primarily due to a $14 million decreaise
power plant operations and a $10 million decreaspower plant maintenance both due to the salesdio
generation plants, and a $9 million decrease inigidtrative, general and employemlated expenses offset
part by slightly higher transmission and distributrelated expenses.

« Depreciation and Amortization expense increasethiion primarily related to the recovery and aniation of
securitized assets.

« Taxes Other Than Income Taxes decreased $2 mgliomarily due to lower propertyelated taxes as a result
the sale of certain generation plants.

« Carrying Costs on Stranded Cost Recovery incref$&dnillion. Carrying Costs on Stranded Cost Reppwd
$42 million were recorded in the first six montHs2005 offset by an adjustment of $27 million faigp years
The adjustment related to a nonaffiliated utiktgecuritization proceeding in which the PUCT islsae order i
March 2005 that resulted in a reduction in the fidized utility’s carrying costs based on a methodo
detailed in the order for calculating a costradney benefit related to accumulated deferred &#decome taxe
on net stranded cost and other true-up items r@tvedy applied to January 1, 2004.

« Nonoperating Income and Expense, Net decreasediliénnprimarily due to $14 million of income in 2@
relating to risk management contracts which expire®ecember 2004 offset by higher net revenue ftbmd
party nonutility construction projects and a deseem donation expense.

» Interest Charges decreased $6 million primarily ttu¢he defeasance of First Mortgage Bonds in 281@d the
resultant deferral of the interest cost as a régujaasset related to the cost of the sale of gdioer assets, tt
redemption of the 8% Notes Payable to Trust, l@rgitdebt maturities and other financing activities.

Income Taxes

The effective tax rates for the six months ende@b2dhd 2004 were 19.0% and 18.2%, respectively.diiference i
the effective income tax rate and the federal &tajurate of 35% is due to permanent differencesoréization o
investment tax credits, consolidated tax savingmfParent, state income taxes and federal incomadpstment:
The effective tax rates remained relatively flattfte comparative period.

Financial Condition

Credit Ratings
The rating agencies currently have us on stableautOur current ratings are as follows:

Moody’s S&P Fitch

First Mortgage Bonds Baal BBB A
Senior Unsecured Debt Baa2 BBB A-



Cash Flow

Cash flows for the six months ended June 30, 20052804 were as follows:

2005 2004
(in thousands)

Cash and Cash Equivalents at Beginning of Period $ -3 76C
Cash Flows From (Used For):

Operating Activities (209,779  118,27!

Investing Activities 144,83 (163,139

Financing Activities (32,96() 49,91«
Net Increase in Cash and Cash Equival 2,09¢ 5,05(
Cash and Cash Equivalents at End of Period $ 2,09 $ 5,81

Operating Activities

Our Net Cash Flows Used For Operating Activitiesev®110 million for the first six months of 2005.evproduce
income of $30 million during the period includingontash expense items of $65 million for Depreciatanc
Amortization and $(83) million for Deferred Incori@xes. The other changes in assets and liabitiipsesent iten
that had a current period cash flow impact, sucbhasges in working capital, as well as items tkatesent futui
rights or obligations to receive or pay cash, saghegulatory assets and liabilities. The curreniod activity in thes
asset and liability accounts relate to a numbeitephs; the most significant are decreases in Actsotrayable ar
Taxes Accrued offset in part by a decrease in AatoReceivable, Net. Accounts Payable decreased#b3n while
Accounts Receivable, Net decreased $46 million grily due to energy related system sales. AccoBaggble als
had an additional decrease related to the saleefin generations plants. Taxes Accrued decre@86dmillion
primarily as a result of taxes remitted to the gawgent related to prior year and current year taxuals.

Our Net Cash Flows From Operating Activities wefel® million for the first six months of 200%/e produce
income of $29 million during the period includingpntash expense items of $58 million for Depreciatanc
Amortization and $60 million for Over/Under Fueld®®ery. The other changes in assets and liabiliépsesent iten
that had a current period cash flow impact, sucbhhasnges in working capital, as well as items teatesent futul
rights or obligations to receive or pay cash, sastregulatory assets and liabilities. The actiuitythese asset a
liability accounts relates to a number of items thost significant are increases in Taxes Accrusdl Account
Payable offset by an increase in Accounts Recedyaidt. Taxes Accrued increased $31 million primarily dodaxe:
that were accrued during the first six months dd2 excess of the amount remitted to the govemimiccount
Payable increased $19 million while Accounts Reaglie, Net increased $27 million primarily due torgased ener:
related system sales transactions. In additiongstienated retail clawback adjustment slightly efffthe increase
Accounts Receivable, Net.

Investing Activities

Net Cash Flows From Investing Activities were $XdBlion in 2005 primarily due to $314 million of h@roceed
from the sale of the STP nuclear plant. The prosead partially offset by an increase of $107 onillin Other Cas
Deposits, Net related to the issuance of new potiutontrol revenue bonds which will be used speiify for
refinancing activities in the third quarter of 20@Ad also by Construction Expenditures of $61 omllrelated t
projects for improved transmission and distributservice reliability. For the remainder of 2005, expect oL
Construction Expenditures to be approximately $tillon.

Net Cash Flows From Investing Activities were $I6Blion in 2004 primarily due to Construction Exmgbtures o
$49 million related to projects for improved transsion and distribution service reliability and $ldillion in casl



deposits for future long-term debt retirement.
Financing Activities

Net Cash Flows Used For Financing Activities of $8ilion in 2005 were due to the retirement of Seninsecure
Notes Payable and Securitization Bonds of $279%anilalong with the payment of dividends. This wastiplly offse
by a $120 million increase in Advances from Affita and issuances of Installment Purchase Contcdci27
million, $120 million of which was issued for thenpose of funding the July 1, 2005 retirement af 120 million
6.0% Installment Purchase Contracts.

Net Cash Flows From Financing Activities of $50Imil in 2004 were primarily due to becoming a netrbwer a
opposed to lender in the Utility Money Pool. Thiasiwoffset by the retirement of $35 million of lotegm debt an
payment of dividends.

Financing Activity

Long-term debt issuances and retirements durindjrtesix months of 2005 were:

Issuances
Principal Interest Due
Type of Debt Amount Rate Date
(@in
thousands) (%)
Installment Purchase Contract $ 111,70( Variable 2030
Installment Purchase Contract 50,00( Variable 2030
Installment Purchase Contract 60,00( (a) Variable 2028
Installment Purchase Contract 60,26¢ (a) Variable 2028

(a) - represents issuance in advance of retireBE2@ million, 6.0% Installment
Purchase Contracts on July 1, 2005.

Retirements

Principal Interest Due
Type of Debt Amount Rate Date
(in
thousands) (%)
Senior Unsecured Notes Payable $ 150,00( 3.00 2005
Senior Unsecured Notes Payable 100,00  Variable 2005
Securitization Bonds 29,38¢ 3.54 2005

Liquidity

We have solid investment grade ratings, which wtiesired provide us ready access to capital marketsder tc
issue new debt, refinance short-term debt or ratieadongterm debt maturities. In addition, we participatetie
Utility Money Pool, which provides access to AER¢iidity.

Summary Obligation Information

A summary of our contractual obligations is incldda our 2004 Annual Report and has not changewifgigntly
from year-end other than the issuances and retirengisclosed above.



Significant Factors

Texas Restructuring

The principal remaining component of the strandest cecovery process in Texas is the PUCdeétermination ar
approval of our net stranded generation costs #mel oecoverable true-up items including carryiogts in our true-
up filing. The PUCT approved our request to file duueup Proceeding after the sales of our interest iR,SWitk
only the ownership interest in Oklaunion remainingoe settled. On May 19, 2005, the sales of owarést in ST
closed. On May 27, 2005, we filed our trug+equest seeking recovery of $2.4 billion of steinded costs and ot
true-up items which we believe the Texas Restructuriegiglation allows. Our request includes unrecoreeuity
carrying costs through May 27, 2005, all futurergiaig costs through September 2005 and amountstfanded cos
that we have previously written off (principally, $38 million provision for a probable depreciatiadjustmer
recorded in December 2004 based on a methodolgypwegd by the PUCT in a nonaffiliated utility’s &wp order)
The PUCT hearing is scheduled to begin on Septe@he2005. It is anticipated that the PUCT willussa final orde
in the fourth quarter of 2005.

We continue to accrue carrying costs on our n&-ipuregulatory asset at the embedded 8.12% debtamenp rat
and will continue to do so until we recover our Egyed net true-up regulatory asset. In a nonat@itiautility’s
securitization proceeding, the PUCT issued an owmtdérfarch 2005 that resulted in a reduction inc#srying cost
based on an assumed costnudney benefit for accumulated deferred federal nmedaxes retroactively applied
January 1, 2004. In the first half of 2005, we lregm accrue carrying costs based on this orderoudir June 3i
2005, we have computed carrying costs of $483 anillof which we have recognized $317 milliond@te. The equi
component of the carrying costs which totals $16ian through June 30, 2005 will be recognizedimgcome a
collected.

In an April 2005 PUCT open meeting regarding anotfumaffiliated utility’s Truedp Proceeding, the other utility v
required to use a lower rate to compute its cagryiosts than its filed unbundled cost of servide.r@ur facts diffe
from the other utilitys; however, if the PUCT ultimately determines thaimilar lower rate be used by us to calct
carrying costs on our stranded cost balance, @poof carrying costs previously recorded would éné&w be reverse
and would have an adverse impact on our futurelteesii operations and cash flows. Through June2805, suc
reversal would approximate $60 million, of whichi®8@lion would apply to amounts accrued in 2005.

When the True-up Proceeding is completed, we interfile to recover the PUC&pproved net stranded genera
costs and other trugp amounts, plus appropriate carrying costs, tHroagnonbypassable competition transi
charge in the regulated Transmission and Distriou{iT&D) rates and through an additional transitararge fo
amounts that can be recovered through the salecafitization bonds.

We believe that our filed $2.4 billion request fecovery of net stranded costs and other tquétems, inclusive «
carrying costs, is recoverable under the TexasriRgsting Legislation and that our $1.7 billion oeded net trueyp
regulatory asset, inclusive of carrying costs ateJ30, 2005, is probable of recovery at this titHewever, wi
anticipate that other parties will contend in owogeeding that material amounts of our net stranubesis and/c
wholesale capacity auction true-up amounts shooldea recovered. To the extent decisions of the Pur True-
up Proceeding differ from our interpretation anglagation of the Texas Restructuring Legislatior aur evaluatio
of other truedp orders of nonaffiliated utilities, additionalopisions for material disallowances and reductiohthe
net trueup regulatory asset, including recorded carryingts,care possible. Such disallowances would hassaers
effect on our future results of operations, castvél and possibly financial condition.

Rate Cast

We have an omgoing T&D rate review before the PUCT. In that reggiew, the PUCT has decided all issues e:



the amount of affiliate expenses to include in reserequirements. Through an oral ruling, the Plpproved th
nonunanimous settlement filed in June 2005 thatiges for an $11 million disallowance of affilia¢épenses whic
when combined with the previous decisions, resnoles total reduction in our annual base rates ofrilon. A drafi
final order has been issued reflecting the $9 amllfeduction in our annual base rates. This redndti our annui
base rates will be offset by the elimination of argerrelated rate rider credit of $7 million, an increas othe
miscellaneous revenues of $4 million and a decraasepreciation expense of $9 million, resultingai prospectiv
increase in estimated annual pretax earnings ofriillion. It is anticipated that the PUCT will amwe the fine
written order at its August 2005 open meetinghd tinal written order differs from the draft ordé@rcould impact ot
projected annual pretax earnings effect.

See the "Combined Management's Discussion and sisabj Registrant Subsidiaries" section for addgiodiscussion of factors relevan
us.

Critical Accounting Estimates

See “Critical Accounting Estimates” section of “Cloimed Managemerd’ Discussion and Analysis of Regist
Subsidiaries”in the 2004 Annual Report for a discussion of tlséingates and judgments required for regule
accounting, revenue recognition, the valuatioroofjHived assets, the accounting for pension and gibstretiremet
benefits and the impact of new accounting pronoonecgs.




QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT RISK ~ MANAGEMENT ACTIVITIES

Market Risks

Our risk management policies and procedures antgutesl and administered at the AEP ConsolidatelleSe:
complete discussion within AEP’s “Quantitative aQdialitative Disclosures About Risk Management Atgg”
section. The following tables provide informatidmoat AEP’s risk management activities’ effect on us

MTM Risk Management Contract Net Assets

This table provides detail on changes in our MTNlasset or liability balance sheet position frone period to the
next.

MTM Risk Management Contract Net Assets
Six Months Ended June 30, 2005
(in thousands)

Total MTM Risk Management Contract Net Assets at Deember 31, 2004 $ 9,701
(Gain) Loss from Contracts Realized/Settled DuthegyPeriod (a) (3,72
Fair Value of New Contracts When Entered DuringRleeiod (b) 74
Net Option Premiums Paid/(Received) (12)
Change in Fair Value Due to Valuation Methodolodwa@ges -
Changes in Fair Value of Risk Management Contrabts (3,427
Changes in Fair Value of Risk Management Contralttcated to Regulated Jurisdictions (e) -
Total MTM Risk Management Contract Net Assets 2,61¢
Net Cash Flow Hedge Contracts (55€)
Total MTM Risk Management Contract Net Assets at June 30, 2005 $ 2,05¢

(@ “(Gain) Loss from Contracts Realized/Settled Durthg Period”includes realized risk management conti
and related derivatives that settled during 200Bre/twe entered into the contract prior to 2005.

(b) “Fair Value of New Contracts When Entered During ®eriod” represents the fair value at inceptiotoaf)-
term contracts entered into with customers duri@@52 Most of the fair value comes from longer tdixed
price contracts with customers that seek to lifdirt risk against fluctuating energy prices. Inaaptvalue i
only recorded if observable market data can beimmddafor valuation inputs for the entire contragtn. The
contract prices are valued against market curvescasted with the delivery location and delivemye

(c) “Net Option Premiums Paid/(Receivediéflects the net option premiums paid/(received)tteesy relate t
unexercised and unexpired option contracts tha¢ wetered in 2005.

(d) “Changes in Fair Value of Risk Management Contfatpresents the fair value change in the risk managi
portfolio due to market fluctuations during the reut period. Market fluctuations are attributabdevariou:
factors such as supply/demand, weather, etc.

(e) “Changes in Fair Value of Risk Management Contréddiscated to Regulated Jurisdictionsglates to the n
gains (losses) of those contracts that are naateftl in the Condensed Consolidated Statementpefafons
These net gains (losses) are recorded as reguksegys/liabilities for those subsidiaries thatrafeein regulate
jurisdictions.

(H  “Net Cash Flow Hedge Contractgirétax) are discussed below in Accumulated Othen@ehensive Incon
(Loss).

Reconciliation of MTM Risk Management Contracts to



Condensed Consolidated Balance Sheets
As of June 30, 2005
(in thousands)

MTM Risk

Managemeni  Cash Flow

Contracts (a) Hedges Total (b)
Current Assets $ 3,99t $ 22 % 4,017
Noncurrent Asset 4,977 6 4,98°
Total MTM Derivative Contract Assets 8,97: 28 9,00(
Current Liabilities (3,737 (53%) (4,272)
Noncurrent Liabilities (2,619 (51) (2,670
Total MTM Derivative Contract Liabilities (6,35€) (58€) (6,947)
Total MTM Derivative Contract Net Assets (Liabiliti es) $ 2,61€ $ (55¢) $ 2,05¢

(@) Does notinclude Cash Flow Hedges.
(b) Represents amount of total MTM derivative caats recorded within Risk Management Assets, Liengx-

Risk Management Assets, Risk Management Liabilidied Long-term Risk Management Liabilities on our
Condensed Consolidated Balance Sheets.

Maturity and Source of Fair Value of MTM Risk Management Contract Net Assets

The table presenting maturity and source of faluwaof MTM risk management contract net assets ige®vtwc
fundamental pieces of information:

» The source of fair value used in determining theyag amount of our total MTM asset or liabilitgxternal

sources or modeled internally).
«  The maturity, by year, of our net assets/liab#itigiving an indication of when these MTM amounth settle

and generate cash.

Maturity and Source of Fair Value of MTM
Risk Management Contract Net Assets
Fair Value of Contracts as of June 30, 2005
(in thousands)

After
Remainder 2009 Total
of 2005 2006 2007 2008 2009 (c) (d)

Prices Actively Quoted - Exchange Traded

Contracts $ 667)$ (5% 52¢$ -$ -$ -$ (149
Prices Provided by Other External Sources - O

Broker Quotes (a) 1,427 1,80¢ 59¢ 64¢ - - 4,482
Prices Based on Models and Other Valuation

Methods (b) (726) (1,297) (537 (57 407 _ 48% (1,729
Total $ 32% 51t$ 59C$ 591% 407$ 48:9% 2,61¢

(@) “Prices Provided by Other External SourcesTC@roker Quotes” reflects information obtainednfr@ver-



the-counter brokers, industry services, or multjpdety on-line platforms.

(b) “Prices Based on Models and Other Valuatiorthdds” is in absence of pricing information fromtemal
sources. Modeled information is derived using viauramodels developed by the reporting entity,aetihg
when appropriate, option pricing theory, discountadh flow concepts, valuation adjustments, etd.rany
require projection of prices for underlying comntat beyond the period that prices are availaldmfthird-
party sources. In addition, where external pridimfigrmation or market liquidity are limited, suclaluations
are classified as modeled. The determination opthiet at which a market is no longer liquid foaghg it in
the modeled category varies by market.

(c) There is a mark-to-market value in excessOopédrcent of our total mark-to-market value in uidiial periods
beyond 2009. $290 thousand of this mark-to-markétevis in 2010.

(d)  Amounts exclude Cash Flow Hedges.

Cash Flow Hedges Included in Accumulated Other Commehensive Income (Loss) (AOCI) on the Condens
Consolidated Balance Sheets

We are exposed to market fluctuations in energyroodity prices impacting our power operations. Wenitow thes
risks on our future operations and may employ wericommodity instruments and cash flow hedges tmaté the
impact of these fluctuations on the future castvélérom assets. We do not hedge all commodity prste

The table provides detail on designated, effeatieh flow hedges included in the Condensed CoradetidBalanc
Sheets. The data in the table indicates the madmibéi cash flow hedges we have in place. Only ecidrdesignate
as cash flow hedges are recorded in AOCI; therefrenomic hedge contracts which are not desigredezffectiv
cash flow hedges are marked-to-market and arededlin the previous risk management tables.

Total Accumulated Other Comprehensive Income (LossActivity
Six Months Ended June 30, 2005
(in thousands)

Power
Beginning Balance December 31, 2004 $ 657
Changes in Fair Value (a) (737)
Reclassifications from AOCI to Net Income (b) (277)
Ending Balance June 30, 2005 $ (357)

(@) “Changes in Fair Value” shows changes in #ievialue of derivatives designated as cash flodgks during
the reporting period that are not yet settled aeJ20, 2005. Amounts are reported net of relatednre taxes.

(b) “Reclassifications from AOCI to Net Income”presents gains or losses from derivatives usededgitg
instruments in cash flow hedges that were reclassihto net income during the reporting period. &Amts
are reported net of related income taxes.

The portion of cash flow hedges in AOCI expectedeoreclassified to earnings during the next twehanths is
$329 thousand loss.

Credit Risk
Our counterparty credit quality and exposure isegalty consistent with that of AEP.
VaR Associated with Management Contracts

The following table shows the end, high, averagd,law market risk as measured by VaR for the gkindicated:



Six Months Ended Twelve Months Ended

June 30, 2005 December 31, 2004

(in thousands) (in thousands)
End High Average Low End High Average Low
$74 $88 $43 $25 $157 $511 $220 $75

VaR Associated with Debt Outstanding

The risk of potential loss in fair value attribul@lbo our exposure to interest rates, primarihated to longerm dek
with fixed interest rates, was $87 million and $1@illion at June 30, 2005 and December 31, 20Gheaetively. W
would not expect to liquidate our entire debt paitfin a oneyear holding period. Therefore, a near term chan
interest rates should not negatively affect ounlteof operation or consolidated financial positio




AEP TEXAS CENTRAL COMPANY AND SUBSIDIARY

CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS

For the Three and Six Months Ended June 30, 2005 dr2004

OPERATING REVENUES

(Unaudited)
(in thousands)

Three Months Ended

Six Months Ended

Electric Generation, Transmission and Distribu $

Sales to AEP Affiliates
TOTAL

OPERATING EXPENSES

Fuel for Electric Generation

Fuel from Affiliates for Electric Generation
Purchased Electricity for Resale
Purchased Electricity from AEP Affiliates
Other Operation

Maintenance

Depreciation and Amortization

Taxes Other Than Income Taxes

Income Taxes (Credits)

TOTAL

OPERATING INCOME

Carrying Costs on Stranded Cost Recovery
Nonoperating Incom

Nonoperating Expenst

Nonoperating Income Tax Exper

Interest Charges

NET INCOME (LOSS)

Preferred Stock Dividend Requirements

EARNINGS (LOSS) APPLICABLE TO
COMMON STOCK

The common stock of TCC is owned by a wholly-owned subsidiary of AEP.

See Condensed Notes to Financial Statements of Registrant Subsidiaries.

2005 2004 2005 2004
184,79: $ 257,050 $ 366,98 $ 52501
5,30: 12,89¢ 10,26¢ 31,02¢
190,00 269,94 377,25 556,93
4,017 20,80 10,08; 43,91:
21 59,97 44 100,17t
9,99¢ 16,46¢ 25,36 26,55
- 1,93¢ - 6,011
67,54¢ 78,06 133,20 153,50
12,43 23,70 29,47: 39,11
35,43¢ 28,87 64,72 57,97¢
20,92: 23,15 43,45¢ 45,21+
(1,319 (6,389) 14¢ 5,61¢
149,05 246,61 306,50: 478,08:
41,03¢ 23,33 70,75: 78,85t
19,93¢ - 14,79 -
18,26( 12,06 34,55¢ 24,16
8,981 2,64¢ 24,12 7,75¢
9,24( 88C 6,75¢ 86C
32,64: 32,21’ 59,72 65,34(
28,36¢ (341) 29,50 29,06
61 61 121 121
$ 28,307 $ (402) $ 29,38 $ 28,94




AEP TEXAS CENTRAL COMPANY AND SUBSIDIARY
CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN COM MON SHAREHOLDER'’S
EQUITY AND COMPREHENSIVE INCOME (LOSS)
For the Six Months Ended June 30, 2005 and 2004
(Unaudited)
(in thousands)

Accumulated
Other
Common Paid-in Retained Comprehensive
Stock Capital Earnings Income (Loss) Total

DECEMBER 31, 2003 $ 5529:$ 132,60¢$1,083,02 $ (61,879%$1,209,04
Common Stock Dividends (48,000 (48,000
Preferred Stock Dividends (122) (121)
TOTAL 1,160,92

COMPREHENSIVE INCOME
Other Comprehensive Loss, Net of Taxes:

Cash Flow Hedges, Net of Tax of $5,069 (9,419 (9,419

Minimum Pension Liability, Net of Tax of $0 (2,46¢) (2,46¢€)
NET INCOME 29,06: 29,06:
TOTAL COMPREHENSIVE INCOME 17,18:¢
JUNE 30, 2004 $ 5529:% 132,60¢$1,063,96'$ (73,752%$1,178,11.
DECEMBER 31, 2004 $ 5529:$% 132,60¢$1,084,90- $ (4,159%$1,268,64.
Common Stock Dividends (150,00() (150,00()
Preferred Stock Dividends (121) (121)
TOTAL 1,118,52

COMPREHENSIVE INCOME
Other Comprehensive Loss, Net of Taxes:

Cash Flow Hedges, Net of Tax of $546 (1,019 (1,019
NET INCOME 29,50¢ 29,50¢
TOTAL COMPREHENSIVE INCOME 28,49
JUNE 30, 2005 $ 55,29:$% 132,60t$ 964,28( $ (5,179%$1,147,01.

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




AEP TEXAS CENTRAL COMPANY AND SUBSIDIARY
CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS

June 30, 2005 and December 31, 2004

(Unaudited)
(in thousands)

ELECTRIC UTILITY PLANT

Transmission

Distribution

General

Construction Work in Progress

Total

Accumulated Depreciation and Amortization

TOTAL - NET

OTHER PROPERTY AND INVESTMENTS

Nonutility Property, Ne
Bond Defeasance Funds

TOTAL

CURRENT ASSETS

Cash and Cash Equivalents
Other Cash Deposits
Accounts Receivable:
Customers
Affiliated Companies
Accrued Unbilled Revenues
Allowance for Uncollectible Accounts
Materials and Supplies
Risk Management Assets
Margin Deposits
Prepayments and Other Current Assets
TOTAL

DEFERRED DEBITS AND OTHER ASSETS

Regulatory Assets:
SFAS 109 Regulatory Asset, Net
Wholesale Capacity Auction True-Up
Unamortized Loss on Reacquired Debt
Designated for Securitization
Deferred Debt - Restructuring
Other
Securitized Transition Assets
Long-term Risk Management Assets
Prepaid Pension Obligations

2005 2004
809,460 $ 788,37
1,452,62! 1,433,38
230,95! 220,43!
55,69 50,61
2,548,73! 2,492,79;
744,18 725,22!
1,804,54 1,767,57;
2,27: 1,577
21,81 22,11(
24,08 23,68
2,00t -
242,60( 135,13:
153,73 157,43
21,35 67,86(
26,97 21,58
(994) (3,499)
12,86 12,28¢
4,017 14,04
2,60¢ 1,891
16,04 9,151
481,30 415,89°
18,93¢ 15,23
585,33 559,97:
11,31 11,84
1,347,50 1,361,29
11,13¢ 11,59¢
90,30: 102,03
622,13 642,38:
4,98: 9,50¢
110,21 109,62



Deferred Property Taxes 15,45( -

Deferred Charges 34,66( 36,98t
TOTAL 2,851,96! 2,860,48.
Assets Held for Sale - Texas Generation Plants 45,61 628,14¢
TOTAL ASSETS $ 5,207,500 $§ 5,695,79I

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




AEP TEXAS CENTRAL COMPANY AND SUBSIDIARY
CONDENSED CONSOLIDATED BALANCE SHEETS
CAPITALIZATION AND LIABILITIES
June 30, 2005 and December 31, 2004

(Unaudited)
2005 2004
CAPITALIZATION (in thousands)

Common Shareholder’s Equity:

Common Stock - $25 par value per share:

Authorized - 12,000,000 shares
Outstanding - 2,211,678 shares $ 55,29: $ 55,29:

Paid-in Capital 132,60t 132,60t

Retained Earnings 964,28t 1,084,90.

Accumulated Other Comprehensive Income (Loss) (5,179 (4,159
Total Common Shareholder’s Equity 1,147,01. 1,268,64.
Cumulative Preferred Stock Not Subject to Mandaiegemption 5,94( 5,94(
Total Shareholders’ Equity 1,152,95. 1,274,58.
Long-term Debt - Nonaffiliated 1,672,74 1,541,55.
TOTAL 2,825,70. 2,816,13!

CURRENT LIABILITIES

Long-term Debt Due Within One Year - Nonaffiliated 237,26 365,74
Advances from Affiliates 120,06 207
Accounts Payable:

General 51,77¢ 109,68t

Affiliated Companies 37,00¢ 64,04t
Customer Deposits 5,41¢ 6,14
Taxes Accrued 113,54. 184,01-
Interest Accrued 38,67 41,22
Risk Management Liabilities 4,27z 8,39«
Obligations Under Capital Leases 428 41z
Other 22,51« 20,11t
TOTAL 630,94¢ 799,99:

DEFERRED CREDITS AND OTHER LIABILITIES

Deferred Income Taxes 1,177,33. 1,247,11.
Long-term Risk Management Liabilities 2,67( 4,89¢
Regulatory Liabilities:

Asset Removal Costs 104,21 102,62-

Deferred Investment Tax Credits 105,87 107,74

Over-recovery of Fuel Costs 209,12¢ 211,52¢

Retail Clawback 61,38¢ 61,38«

Other 77,16¢ 76,65!
Obligations Under Capital Leases 49¢€ 46¢
Deferred Credits and Other 11,65: 17,27¢

TOTAL 1,749,91. 1,829,68.




Liabilities Held for Sale - Texas Generation Plants 94¢ 249,98

Commitments and Contingencies (Note 5)

TOTAL CAPITALIZATION AND LIABILITIES $ 5,207,50i $ 5,695,79

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




AEP TEXAS CENTRAL COMPANY AND SUBSIDIARY
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Six Months Ended June 30, 2005 and 2004
(Unaudited)
(in thousands)

OPERATING ACTIVITIES

Net Income

Adjustments to Reconcile Net Income to Net Cash Ries From Operating

Activities:
Depreciation and Amortization
Accretion Expense
Deferred Income Taxes
Deferred Investment Tax Credits
Deferred Property Taxes
Pension and Postemployment Benefit Reserves
Mark-to-Market of Risk Management Contracts
Pension Contributions
Carrying Costs
Wholesale Capacity Auction True-up
Over/Under Fuel Recovery
(Gain)/Loss on Sale of Assets
Change in Other Noncurrent Assets
Change in Other Noncurrent Liabilities
Changes in Components of Working Capital:
Accounts Receivable, Net
Fuel, Materials and Supplies
Accounts Payable
Taxes Accrued
Customer Deposits
Interest Accrued
Other Current Assets
Other Current Liabilities

Net Cash Flows From (Used For) Operating Activities

INVESTING ACTIVITIES

Construction Expenditures

Proceeds From Sale of Assets

Change in Other Cash Deposits, Net

Change in Bond Defeasance Funds and Other

Net Cash Flows From (Used For) Investing Activities

FINANCING ACTIVITIES

Issuance of Long-term Debt

Retirement of Long-term Debt

Changes in Advances to/from Affiliates, Net
Dividends Paid on Common Stock

2005 2004
$ 29,50¢ $ 29,06
64,72( 57,97¢
7,54¢ 8,20¢
(83,369 (11,68:)
(1,877 (2,607
(15,45() (22,440
(1,516) 481
7,08t 4,597
(119 (67E)
(14,797 -
76¢ -
(2,400 60,00(
16 (312)
(6,169 2,90t
3,17¢ (27,166
46,48: (26,58:)
(96€) (3,73F)
(62,629 18,80
(69,046 31,37¢
(739) 4,361
(2,55¢) (75€)
(9,28¢) (377)
1,82z (3,179
(109,779 118,27!
(61,408 (49,339
313,70¢ 1,477
(107,46¢) (93,607
- (21,670
144,83: (163,13
276,69 -
(279,38() (35,004
119,85 133,03
(150,00() (48,000



Dividends Paid on Cumulative Preferred Stock (121) (121)

Net Cash Flows From (Used For) Financing Activities (32,960 49,91«
Net Increase in Cash and Cash Equivalents 2,09¢ 5,05(
Cash and Cash Equivalents at Beginning of Period - 76C
Cash and Cash Equivalents at End of Period $ 2,09 $ 5,81(

SUPPLEMENTAL DISCLOSURE:

Cash paid (received) for interest net of capitaliaenounts was $52,441,000 and $61,529,000 andiforie taxe
was $161,372,000 and $(7,067,000) in 2005 and 2@8pectively. Noncash capital lease acquisitioaev$261,00
and $218,000 in 2005 and 2004, respectively. Coastn Expenditures include the change in constroatlatec
Accounts Payable of $1,697,000 and $(423,000) 052thd 2004, respectively.

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




AEP TEXAS CENTRAL COMPANY AND SUBSIDIARY
INDEX TO CONDENSED NOTES TO FINANCIAL STATEMENTS OF REGISTRANT SUBSIDIARIES

The condensed notes to TGQondensed consolidated financial statementscandioed with the condensed note
financial statements for other subsidiary regiggahisted below are the condensed notes that applCC.

Footnote

Reference
Significant Accounting Matters Note 1
New Accounting Pronouncemer Note 2
Rate Matters Note 3
Customer Choice and Industry Restructuring Note 4
Commitments and Contingencies Note 5
Guarantees Note 6
Acquisitions, Dispositions and Assets Held for Sale Note 7
Benefit Plans Note 8
Business Segments Note 9
Income Taxes Note 10
Financing Activities Note 11

Company-wide Staffing and Budget Review Note 12




AEP TEXAS NORTH COMPANY




AEP TEXAS NORTH COMPANY
MANAGEMENT 'S NARRATIVE FINANCIAL DISCUSSION AND ANALYSIS

Results of Operations

Second Quarter of 2005 Compared to Second Qudrg&0d

Reconciliation of Second Quarter of 2004 to Secor@uarter of 2005 Net Income

(in millions)

Second Quarter of 2004 Net Incom $ 8
Changes in Gross Margin:
Texas Supph 4
Wires Revenu 3
Off-system Sale 2
Transmission Revent 1

Total Change in Gross Margin 6

Changes in Operating Expenses and Othe

Other Operation and Maintenar (1)

Total Change in Operating Expenses and Othel (1)
Income Tax Expense 1)
Second Quarter of 2005 Net Incom $ 12

Net income increased $4 million due mainly to ids@s in gross margi

The major components of our change in gross madgfined as revenues net of related fuel and psezh@owel
were as follows:

« Texas Supply margins increased by $4 millpsimarily due to a $3 million increase in capadbles, offset b
lower sales volumes of 18% due to the loss of @Entour largest REP customer. Also, provisionréde refund
decreased $13 million due to the 2004 final fuebreiliation truedp, offset by a decrease of $13 million in
net fuel revenue/fuel expense.

» Wires Revenue increased by $3 million primarily de@n increase in delivery volumes of 10%.

» Margins from Off-system Sales decreased by $2 anilprimarily due to lower optimization activity.

« Transmission Revenue increased $1 million primatilg to Texas transmission rate increases.

Operating Expenses and Other changed betweenasé&rows:

» Other Operation and Maintenance expenses increbbeadillion primarily related to field data colleati for
tracking system upgrades, 2005 staffing and budgeew severance and disposal of fuel oil inventoegucel
in part by lower power plant maintenance on RéliighMust Run (RMR) plants no longer in service.

Income Taxes



The effective tax rate for the second quarter di2@nd 2004 was 25.0% and 32.6%, respectively.dfference i
the effective income tax rate and the federal &tayurate of 35% is due to permanent differencesoréization o
investment tax credits, federal income tax adjustsiand state income taxes. The decrease in thetigl tax rate fc
the comparative period is primarily due to fedémabme tax adjustments and state income taxes.

Six Months Ended June 30, 2005 Compared to Six MoBnhded June 30, 2004

Reconciliation of Six Months Ended June 30, 2004 8ix Months Ended June 30, 2005 Net Income

(in millions)

Six Months Ended June 30, 2004 Net Inconr $ 21
Changes in Gross Margin:
Wires Revenus 2
Off-system Sale 3
Transmission Revent 2
Other Revenu (4

Total Change in Gross Margin (3)
Changes in Operating Expenses and Othe
Other Operation and Maintenar 1
Depreciation and Amortizatic (1)
Taxes Other Than Income Ta» (1)
Nonoperating Income and Expenses, (3)
Interest Charge 2

Total Change in Operating Expenses and Othel 2)
Income Tax Expense 3
Six Months ended June 30, 2005 Net Incon $ 19

Net income decreased $2 million due mainly to desee in gross margi

The major components of our change in gross madgfined as revenues net of related fuel and psezhaowel
were as follows:

» Wires Revenue increased by $2 million primarily dudigher delivery volumes of 5%.

« Margins from Off-system Sales for 2005 decrease#idynillion primarily due to lower optimization adty.

» Transmission Revenue increased $2 million due piiyni@ Texas transmission rate increases.

« Other Revenue decreased $4 million primarily due frior year favorable adjustment for affiliated T and
ancillary services resulting from revised ERCOTad@&ceived for the years 2001 through 2003.

Operating Expenses and Other changed betweenasérdows:

» Other Operation and Maintenance expenses decrédsexillion primarily due to decreased maintenance
RMR plants no longer in service.

» Nonoperating Income and Expenses, Net increasechitidn primarily due to $5 million of income in 2@
relating to risk management contracts which expiredecember 2004 offset by increased net reveriuk2
million from third party nonutility construction pjects.

» Interest Charges decreased $2 million primarily ttuéongterm debt maturities in 2004 and interest in Z
related to the FERC settlement with wholesale cunsts.



Income Taxes

The effective tax rate for the six months ended5280d 2004 was 28.6% and 33.7%, respectively. Tiferehce ir
the effective income tax rate and the federal &tayurate of 35% is due to permanent differencesoréization o
investment tax credits and state income taxes. ddweease in the effective tax rate for the comparateriod i
primarily due to state income taxes and changegimanent differences.

Financial Condition

Credit Ratings

The rating agencies currently have us on stableautOur current ratings are as follows:

Moody’s S&P Fitch
First Mortgage Bonds A3 BBB A
Senior Unsecured Debt Baal BBB A-

Financing Activity
There were no long-term debt issuances or retirgraaring the first six months of 2005.
Liquidity

We have solid investment grade ratings, which wtiesired provide us ready access to capital marketsder tc
issue new debt, refinance short-term debt or raieadongterm debt maturities. In addition, we participatetie
Utility Money Pool, which provides access to AER¢iidity.

Summary Obligation Information

A summary of our contractual obligations is incldda our 2004 Annual Report and has not changegifgigntly
from year-end.

Significant Factors

See the “Combined Management’s Discussion and Arsalyf Registrant Subsidiarie$dr additional discussion
factors relevant to us.

Critical Accounting Estimates

See “Critical Accounting Estimates” section of “Cloimed Managemerd’ Discussion and Analysis of Regist
Subsidiaries”in the 2004 Annual Report for a discussion of tlséingates and judgments required for regule
accounting, revenue recognition, the valuatioroofjHived assets, the accounting for pension and gibstretiremet
benefits and the impact of new accounting pronoonecgs.




QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT RISK ~ MANAGEMENT ACTIVITIES

Market Risks

Our risk management policies and procedures antgutesl and administered at the AEP ConsolidatelleSe:
complete discussion within AEP’s “Quantitative aQdialitative Disclosures About Risk Management Atgg”
section. The following tables provide informatidmoat AEP’s risk management activities’ effects an u

MTM Risk Management Contract Net Assets

This table provides detail on changes in our MTNlasset or liability balance sheet position frone period to the
next.

MTM Risk Management Contract Net Assets
Six Months Ended June 30, 2005
(in thousands)

Total MTM Risk Management Contract Net Assets at Deember 31, 2004 $ 4,192
(Gain) Loss from Contracts Realized/Settled DuthegyPeriod (a) (1,60¢)
Fair Value of New Contracts When Entered DuringRleeiod (b) 32
Net Option Premiums Paid/(Received) (5)
Change in Fair Value Due to Valuation Methodolodwa@ges -
Changes in Fair Value of Risk Management Contrabts (1,487
Changes in Fair Value of Risk Management Contralttcated to Regulated Jurisdictions (e) -
Total MTM Risk Management Contract Net Assets 1,13(
Net Cash Flow Hedge Contracts (241)
Total MTM Risk Management Contract Net Assets at June 30, 2005 $ 88¢

(@) “(Gain) Loss from Contracts Realized/Settlegribg the Period’'includes realized risk management conti
and related derivatives that settled during 200Bre/twe entered into the contract prior to 2005.

(b) “Fair Value of New Contracts When Entered Dgrihe Period” represents the fair value at inogptf long-
term contracts entered into with customers duri@@52 Most of the fair value comes from longer tdixed
price contracts with customers that seek to lifdirt risk against fluctuating energy prices. Inaaptvalue i
only recorded if observable market data can beimmddafor valuation inputs for the entire contragtn. The
contract prices are valued against market curvescasted with the delivery location and delivemye

(c) “Net Option Premiums Paid/(Receivedgflects the net option premiums paid/(received)tteesy relate t
unexercised and unexpired option contracts tha¢ wetered in 2005.

(d) “Changes in Fair Value of Risk Management Caxts”represents the fair value change in the risk mamagi
portfolio due to market fluctuations during the reut period. Market fluctuations are attributabdevariou:
factors such as supply/demand, weather, etc.

(e) “Changes in Fair Value of Risk Management Gauois Allocated to Regulated Jurisdictionsfates to the n
gains (losses) of those contracts that are natateftl in the Condensed Statements of Income. Tietsgain
(losses) are recorded as regulatory assets/liabifibr those subsidiaries that operate in regdlptesdictions.

(H “Net Cash Flow Hedge Contractgjrétax) are discussed below in Accumulated Othen@ehensive Incon
(Loss).

Reconciliation of MTM Risk Management Contracts to
Condensed Balance Sheets



As of June 30, 2005
(in thousands)

MTM Risk

Management  Cash Flow

Contracts (a) Hedges Total (b)
Current Assets $ 1,727 $ 9 % 1,73¢€
Noncurrent Asset 2,151 3 2,15¢
Total MTM Derivative Contract Assets 3,87¢ 12 3,89(
Current Liabilities (1,616 (231) (1,847
Noncurrent Liabilities (1,137) (22) (1,159
Total MTM Derivative Contract Liabilities (2,74%) (259) (3,007)
Total MTM Derivative Contract Net Assets (Liabiliti es) $ 1,13C $ (241) $ 88¢

(a) Does not include Cash Flow Hedges.

(b) Represents amount of total MTM derivative contraetorded within Risk Management Assets, Logiga Risl
Management Assets, Risk Management Liabilities &wmehgterm Risk Management Liabilities on «
Condensed Balance Sheets.

Maturity and Source of Fair Value of MTM Risk Management Contract Net Assets

The table presenting maturity and source of falueaof MTM risk management contract net assets igesvtwc
fundamental pieces of information:

» The source of fair value used in determining theyoag amount of our total MTM asset or liabilitgxterna
sources or modeled internally).

» The maturity, by year, of our net assets/liab#itigiving an indication of when these MTM amountl settle
and generate cash.

Maturity and Source of Fair Value of MTM
Risk Management Contract Net Assets
Fair Value of Contracts as of June 30, 2005
(in thousands)

After
Remaindet 2009 Total
of 20056 2006 2007 2008 2009 (c) (d)

Prices Actively Quoted - Exchange Traded

Contracts $ (289 (2% 22¢$ -$ -$ -$  (6))
Prices Provided by Other External Sources - O1

Broker Quotes (a) 617 782 25¢ 28C - - 1,937
Prices Based on Models and Other Valuation

Methods (b) (31€) (558 (232) (25) 17¢€ 20¢  (74¢)
Total $ 13$ 222% 25E$ 25E$ 17€$ 20¢€$ 1,13(

(@ “Prices Provided by Other External SourcesTCroker Quotes” reflects information obtainednfr@ver-
the-counter brokers, industry services, or multjpdety on-line platforms.
(b) “Prices Based on Models and Other Valuatiorthdds” is in absence of pricing information fromtemal



sources. Modeled information is derived using viauramodels developed by the reporting entity,aetihg
when appropriate, option pricing theory, discountadh flow concepts, valuation adjustments, etd.rany
require projection of prices for underlying comnta beyond the period that prices are availaldmfthird-
party sources. In addition, where external pridimfigrmation or market liquidity are limited, suclaluations
are classified as modeled. The determination opthiet at which a market is no longer liquid foaghg it in
the modeled category varies by market.

(c) There is mark-to-market value in excess opéfcent of our total mark-to-market value in indival periods
beyond 2009. $125 thousand of this mark-to-markétevis in 2010.

(d)  Amounts exclude Cash Flow Hedges.

Cash Flow Hedges Included in Accumulated Other Commehensive Income (Loss) (AOCI) on the Condens
Balance Sheets

We are exposed to market fluctuations in energyroodity prices impacting our power operations. Wenitow thes
risks on our future operations and may employ wericommodity instruments and cash flow hedges tmaté the
impact of these fluctuations on the future castvélérom assets. We do not hedge all commodity prste

The table provides detail on designated, effectiash flow hedges included in the Condensed Bal&heets. Tr
data in the table indicates the magnitude of cksi fiedges we have in place. Only contracts detégnas cash flo
hedges are recorded in AOCI; therefore, economilgdecontracts which are not designated as effectagh flov
hedges are marked-to-market and are included ipréngous risk management tables.

Total Accumulated Other Comprehensive Income (LossActivity
Six Months Ended June 30, 2005
(in thousands)

Power
Beginning Balance December 31, 2004 $ 28¢
Changes in Fair Value (a) (319
Reclassifications from AOCI to Net Income (b) (120
Ending Balance June 30, 2005 $ (154)

(@) “Changes in Fair Value” shows changes in #ievialue of derivatives designated as cash flodgks during
the reporting period that are not yet settled aeJ20, 2005. Amounts are reported net of relatednre taxes.

(b) “Reclassifications from AOCI to Net Income”presents gains or losses from derivatives usededgitg
instruments in cash flow hedges that were reclassihto net income during the reporting period. &Amts
are reported net of related income taxes.

The portion of cash flow hedges in AOCI expectedeoreclassified to earnings during the next twehanths is
$142 thousand loss.

Credit Risk

Our counterparty credit quality and exposure isegally consistent with that of AEP.

VaR Associated with Risk Management Contracts

The following table shows the end, high, averagd,law market risk as measured by VaR for the gkindicated:

Six Months Ended Twelve Months Ended
June 30, 2005 December 31, 2004




(in thousands) (in thousands)
End High Average Low End High Average Low

$32 $38 $19 $11 $68 $221 $95 $33

VaR Associated with Debt Outstanding

The risk of potential loss in fair value attribul@lbo our exposure to interest rates, primarilated to longerm dek
with fixed interest rates, was $10 million and $tBlion at June 30, 2005 and December 31, 2004qeas/ely. Wt
would not expect to liquidate our entire debt paitfin a oneyear holding period. Therefore, a near term chan
interest rates should not negatively affect ounlteof operation or financial position.




AEP TEXAS NORTH COMPANY
CONDENSED STATEMENTS OF INCOME
For the Three and Six Months Ended June 30, 2005 dr2004
(Unaudited)
(in thousands)

Three Months Ended Six Months Ended
2005 2004 2005 2004

OPERATING REVENUES
Electric Generation, Transmission and Distribu $ 97,33( % 90,33( $ 169,27. $ 179,04.
Sales to AEP Affiliates 12,88( 12,027 24,17( 26,74

TOTAL 110,21( 102,35 193,44 205,78

OPERATING EXPENSES

Fuel for Electric Generation 11,35¢ 10,66: 23,96¢ 18,16
Fuel from Affiliates for Electric Generation - 12,54 37z 23,76¢
Purchased Electricity for Resale 37,60¢ 23,28: 53,94 41,30¢
Purchased Electricity from AEP Affiliates - 544 22 4,07¢
Other Operation 22,40« 20,91¢ 40,96¢ 41,29¢
Maintenance 4,92( 5,95( 9,13¢ 10,63:
Depreciation and Amortization 10,36 9,85¢ 20,51; 19,54¢
Taxes Other Than Income Taxes 5,71: 5,29:¢ 11,41¢ 10,39°
Income Taxes 3,09:¢ 2,541 6,67¢ 8,48:
TOTAL 95,45’ 91,58¢ 167,02( 177,66!
OPERATING INCOME 14,75¢ 10,77: 26,42 28,12:
Nonoperating Incom 5,21: 15,63: 41,21¢ 29,38¢
Nonoperating Expenst 2,20t 11,96 37,31« 22,89¢
Nonoperating Income Tax Exper 894 1,20¢ 1,07¢ 2,10¢
Interest Charges 4,86¢ 5,482 9,85¢ 11,66:
NET INCOME 12,00 7,75] 19,39¢ 20,84
Preferred Stock Dividend Requirements 26 26 52 52

EARNINGS APPLICABLE TO COMMON
STOCK $ 11,97¢ $ 7,728 $ 19,34¢ $ 20,79¢

The common stock of TNC is owned by a wholly-owned subsidiary of AEP.

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




AEP TEXAS NORTH COMPANY

CONDENSED STATEMENTS OF CHANGES IN COMMON SHAREHOLD ER’S
EQUITY AND COMPREHENSIVE INCOME (LOSS)

For the Six Months Ended June 30, 2005 and 2004

(Unaudited)

(in thousands)

DECEMBER 31, 2003

Common Stock Dividends
Preferred Stock Dividends

TOTAL

COMPREHENSIVE INCOME

Other Comprehensive Loss, Net of Taxes:
Cash Flow Hedges, Net of Tax of $1,704
NET INCOME

TOTAL COMPREHENSIVE INCOME
JUNE 30, 2004

DECEMBER 31, 2004

Common Stock Dividends
Preferred Stock Dividends

TOTAL

COMPREHENSIVE INCOME

Other Comprehensive Loss, Net of Taxes:
Cash Flow Hedges, Net of Tax of $236
NET INCOME

TOTAL COMPREHENSIVE INCOME

JUNE 30, 2005

Accumulated

Other
Common Paid-in Retained Comprehensive
Stock Capital Earnings Income (Loss) Total

$ 137,21:$  2,351% 125,42($ (26,719)% 238,27"
(2,000 (2,000
(52 (52
236,22:
(3,169 (3,169
20,84" 20,84"
17,68
$ 137,21:$  2,351% 14422'$ (29,889)% 253,90t
$ 137,21:$ 2,351% 170,98:% (126)$ 310,42:
(12,62¢) (12,62¢)
(52 (52)
297,74:
(439 (439
19,39¢ 19,39¢
18,95¢
$ 137,21:$ 2,351% 177,70 $ (567)% 316,70:

See Condensed Notes to Financial Satements of Registrant Subsidiaries.




AEP TEXAS NORTH COMPANY
CONDENSED BALANCE SHEETS

ASSETS

June 30, 2005 and December 31, 2004

(Unaudited)
(in thousands)

ELECTRIC UTILITY PLANT

Production

Transmission

Distribution

General

Construction Work in Progress

Total
Accumulated Depreciation and Amortization

TOTAL - NET

OTHER PROPERTY AND INVESTMENTS

Nonutility Property, Ne

CURRENT ASSETS

Cash and Cash Equivalents
Other Cash Deposits
Advances to Affiliates
Accounts Receivable:
Customers
Affiliated Companies
Accrued Unbilled Revenues
Allowance for Uncollectible Accounts
Unbilled Construction Costs
Fuel Inventory
Materials and Supplies
Risk Management Assets
Margin Deposits
Prepayments and Other
TOTAL

DEFERRED DEBITS AND OTHER ASSETS

Regulatory Assets:
Deferred Debt - Restructuring
Unamortized Loss on Reacquired Debt
Other

Long-term Risk Management Assets

Prepaid Pension Obligations

Deferred Property Taxes

Other Deferred Charges

2005 2004
288,32! 287,21
283,43! 281,35¢
483,76 474,96
115,91 115,17

26,58: 23,62

1,198,01 1,182,32
414,78 405,93
783,23 776,39

1,181 1,407
93¢ -
2,30¢ 2,30¢
63,66 51,50
82,75 90,10
14,59 21,47
4,81¢€ 3,78¢
(609) (787)
6,32( 22,06
5,57 3,14¢
8,341 8,27:
1,73¢ 6,071
2,60: g1¢
917 1,05:
193,95 209,82!
5,84¢ 6,00:
1,461 2,147
3,48¢ 3,78:
2,15¢ 4,11
44.,90¢ 44,91
8,14¢ -
2,411 2,85¢




TOTAL 68,41¢ 63,90¢

TOTAL ASSETS $ 1,046,78' $ 1,051,52

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




AEP TEXAS NORTH COMPANY
CONDENSED BALANCE SHEETS
CAPITALIZATION AND LIABILITIES
June 30, 2005 and December 31, 2004

(Unaudited)

CAPITALIZATION

2005

2004

Common Shareholder’s Equity:
Common Stock - $25 par value per share:
Authorized - 7,800,000 shares
Outstanding - 5,488,560 shares
Paid-in Capital
Retained Earnings
Accumulated Other Comprehensive Income (LosSs)

Total Common Shareholder’s Equity
Cumulative Preferred Stock Not Subject to Mandaiegemption

Total Shareholders’ Equity
Long-term Debt - Nonaffiliated

TOTAL
CURRENT LIABILITIES

(in thousands)

Long-term Debt Due Within One Year - Nonaffiliated
Accounts Payable:
General
Affiliated Companies
Customer Deposits
Taxes Accrued
Interest Accrued
Risk Management Liabilities
Obligations Under Capital Leases
Other

TOTAL

DEFERRED CREDITS AND OTHER LIABILITIES

Deferred Income Taxes
Long-term Risk Management Liabilities
Regulatory Liabilities:
Asset Removal Costs
Deferred Investment Tax Credits
Over-recovery of Fuel Costs
Retail Clawback
Excess Earnings
SFAS 109 Regulatory Liability, Net
Other
Obligations Under Capital Leases
Deferred Credits and Other

TOTAL

137,21: $ 137,21
2,35] 2,35]
177,70 170,98
(567) (12€)
316,70: 310,42:
2,357 2,357
319,05 312,77
276,79 276,744
595,85t 589,52
37,60¢ 37,60¢
42,87¢ 22,44
36,58 52,80:
632 1,02
25,42: 37,26¢
5,04¢ 5,044
1,847 3,62¢
212 22(
8,92¢ 9,62¢
159,15 169,66
140,13 138,46
1,15¢ 2,11¢
82,83¢ 81,14:
18,06 18,69
4,71¢ 3,92(
13,92 13,92
13,02; 13,27(
7,24: 8,50(
1,05¢ 1,31¢
372 314
9,24¢ 10,67:
291,77 292 34(




Commitments and Contingencies (Note 5)

TOTAL CAPITALIZATION AND LIABILITIES $ 1,046,78' $ 1,051,52

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




AEP TEXAS NORTH COMPANY
CONDENSED STATEMENTS OF CASH FLOWS
For the Six Months Ended June 30, 2005 and 2004

(Unaudited)
(in thousands)

2005 2004
OPERATING ACTIVITIES
Net Income $ 19,39¢ $ 20,84"
Adjustments to Reconcile Net Income to Net Cash Ries From Operating
Activities:
Depreciation and Amortization 20,517 19,54¢
Deferred Income Taxes (1,742 (2,767)
Deferred Investment Tax Credits (63€) (65€)
Deferred Property Taxes (8,145 (7,400
Mark-to-Market of Risk Management Contracts 3,062 1,95¢
Over/Under Fuel Recovery 79¢€ 13,50(
Change in Other Noncurrent Assets (2,432 (6,449
Change in Other Noncurrent Liabilities 1,92¢ 3,28¢
Changes in Components of Working Capital:
Accounts Receivable, Net 13,03« 281
Fuel, Materials and Supplies (2,495 2,32¢
Accounts Payable 3,67z (2,590
Taxes Accrued (11,84 14,52
Customer Deposits (38¢) 837
Other Current Assets 15,05¢ (3,047
Other Current Liabilities (710 (2,789
Net Cash Flows From Operating Activities 49,06 51,41¢
INVESTING ACTIVITIES
Construction Expenditures (24,329 (18,11
Change in Other Cash Deposits, Net - 564
Proceeds from Sale of Assets 1,032 -
Net Cash Flows Used For Investing Activities (23,290() (17,559
FINANCING ACTIVITIES
Retirement of Long-term Debt - (24,03¢)
Changes in Advances to/from Affiliates, Net (12,16 (6,39])
Dividends Paid on Common Stock (12,626 (2,000
Dividends Paid on Cumulative Preferred Stock (52) (52)
Net Cash Flows Used For Financing Activities (24,839 (32,479
Net Increase in Cash and Cash Equivalents 93¢ 1,38¢
Cash and Cash Equivalents at Beginning of Period = 2
Cash and Cash Equivalents at End of Period $ 93¢ $ 1,38¢

SUPPLEMENTAL DISCLOSURE:




Cash paid (received) for interest net of capitaliaenounts was $9,014,000 and $11,139,000 and donia taxes wi
$21,865,000 and $(412,000) in 2005 and 2004, réispbc Noncash capital lease acquisitions in 2668 2004 wel
$171,000 and $122,000, respectively. ConstructigpeBditures include the change in constructielated Accoun
Payable of $546,000 and $(285,000) in 2005 and ,2@8pectively

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




AEP TEXAS NORTH COMPANY
INDEX TO CONDENSED NOTES TO FINANCIAL STATEMENTS OF REGISTRANT SUBSIDIARIES

The condensed notes to TNICéondensed financial statements are combined thithcondensed notes to finan
statements for other subsidiary registrants. Lisieldw are the condensed notes that apply to TNC.

Footnote

Reference
Significant Accounting Matters Note 1
New Accounting Pronouncemer Note 2
Rate Matters Note 3
Customer Choice and Industry Restructuring Note 4
Commitments and Contingencies Note 5
Guarantees Note 6
Benefit Plans Note 8
Business Segments Note 9
Financing Activities Note 11

Company-wide Staffing and Budget Review Note 12




APPALACHIAN POWER COMPANY
AND SUBSIDIARIES




APPALACHIAN POWER COMPANY AND SUBSIDIARIES
MANAGEMENT 'S FINANCIAL DISCUSSION AND ANALYSIS
Results of Operations

Second Quarter of 2005 Compared to Second Qudrg&0dg

Reconciliation of Second Quarter of 2004 to Secor@uarter of 2005 Net Income

(in millions)

Second Quarter of 2004 Net Incom $ 22
Changes in Gross Margin.
Retail Margins (32
Off-system Sale 12
Transmission Revenu (5)
Other Revenue 2

Total Change in Gross Margin (23
Changes in Operating Expenses and Othe
Other Operation and Maintenar 10
Depreciation and Amortizatic 1
Nonoperating Income and Expenses, 6
Interest Charge 1)

Total Change in Operating Expenses and Othe 16
Income Tax Expens 9
Second Quarter of 2005 Net Incom $ 24

Net Income increased by $2 million to $24 millienthe second quarter of 2005 in comparison to ¢lcersd quarter ¢
2004. The key drivers of the increase were a $llBominet decrease in Operating Expenses and Gthdra $!
million decrease in Income Tax Expense partialfgetfby a $23 million decrease in gross margin.

The major components of our change in gross madgfined as revenues net of related fuel and psezhaowel
were as follows:

» Retail Margins decreased by $32 million in comparito 2004primarily due to our higher MLR share causec
the increase in our peak demand that was estadllish®ecember 2004 resulting in a $19 million irage ir
capacity settlement payments under the Intercommreétgreement. In addition, there was a $9 milldecreas
in fuel margins resulting from higher fuel costs.

« Margins from Offsystem Sales for 2005 increased by $12 millionomgarison to 2004 primarily due to higl
physical sales caused by our new peak demand hasMaigher optimization activity.

« Transmission Revenues decreased $5 million prigndtie to the elimination of $11 million of revenuetated tc
through and out rates partially offset by an inseeaf $6 million in revenues due to replacement SEes. Se
“FERC Order on Regional Through and Out Rates’aftditional discussion of these FERC rate changes.

Operating Expenses and Other changed betweenasé&rows:



« Other Operation and Maintenance expenses decr&afeutillion primarily due to a decrease in storrstoeatior
and a reduction in planned maintenance in comparieo2004 at Amos, Clinch River and Glen Lyn pl:
partially offset by an increase in PJM scheduliegsfand an increase in transmission expensesorédatiee AEF
Transmission Equalization Agreement.

« Nonoperating Income and Expenses, Net increasediliébn primarily due to the accrual of carryingsts or
deferred Virginia environmental and reliability cbas.

Income Taxes

The effective tax rates for the second quarter0®b2and 2004 were 27.9% and 46.0% respectively.difference i
the effective income tax rate and the federal staguate of 35% is due to flothrough of book versus tax tempor
differences, permanent differences, amortizatiomeéstment tax credits and state income taxes.dEoeease in tl
effective tax rate is primarily due to an investméx credit adjustment in 2004 as a result of \ginia SCC
extending the regulatory transition period and ereigse in 2005 state income taxes as a resultofdiag the effec
of Ohio House Bill 66, which phasest the Ohio Franchise Tax. Participation in thetem integration agreem:
subjects us to Ohio Franchise Tax.

Six Months Ended June 30, 2005 Compared to Six MoBnhded June 30, 2004

Reconciliation of Six Months Ended June 30, 2004 8ix Months Ended June 30, 2005 Net Income

(in millions)

Six Months Ended June 30, 2004 Net Inconr $ 87
Changes in Gross Margin:
Retail Margins (65)
Off-system Sale 31
Transmission Revenu (13)
Other Revenue 3

Total Change in Gross Margin (44)
Changes in Operating Expenses and Othe
Other Operation and Maintenar 2
Depreciation and Amortizatic (D
Nonoperating Income and Expenses, 2

Total Change in Operating Expenses and Othe 3
Income Tax Expens 25
Six Months Ended June 30, 2005 Net Incon $ 71

Net Income decreased by $16 million to $71 milliorthe six months ended June 30, 2005 in compatisdhe si»
months ended June 30, 2004. The key drivers ofitoeease were a $44 million decrease in gross maagiially
offset by a $25 million decrease in income taxes.

The major components of our change in gross madgfined as revenues net of related fuel and psezhaowel
were as follows:

» Retail Margins decreased by $65 million in comparito 2004primarily due to our higher MLR share causec
the increase in our peak demand that was estadllish®ecember 2004 resulting in a $34 million irage ir
capacity settlement payments under the Intercoioreéigreement. In addition, there was a $26 millg@ctreas
in fuel margins resulting from higher fuel costs.



« Margins from Offsystem Sales for 2005 increased by $31 millionoimgarison to 2004 primarily due to higl
physical sales caused by our new peak demand &asMaigher optimization activity.

« Transmission Revenues decreased $13 million priyndwie to the elimination of $23 million of reversueelatec
to through and out rates partially offset by arréase of $10 million due to replacement SECA rates.

Income Taxes

The effective tax rates for the six months endedeJR005 and 2004 were 32.2% and 40.2% respectivélg
difference in the effective income tax rate andfaaeral statutory rate of 35% is due to fltweugh of book versi
tax temporary differences, permanent differencegrézation of investment tax credits and stateoie taxes. Tt
decrease in the effective tax rate is primarily tmean investment tax credit adjustment in 2004 assult of th
Virginia SCC extending the regulatory transitiorripg and a decrease in 2005 state income taxesrasu#t o
recording the effects of Ohio House Bill 66, whighasesaut the Ohio Franchise Tax. Participation in thetay
integration agreement subjects us to Ohio Franchase

Financial Condition

Credit Ratings

The rating agencies currently have us on stableautCurrent ratings are as follows:

Moody’s S&P Fitch
First Mortgage Bonds Baal BBB A-
Senior Unsecured Debt Baa2 BBB BBB+

Cash Flow

Cash flows for the six months ended June 30, 2060852804 were as follows:

2005 2004
(in thousands)

Cash and Cash Equivalents at Beginning of Period $ 53¢ $ 4,567
Cash Flows From (Used For):

Operating Activities 75,11 229,42(

Investing Activities (259,319 (163,509

Financing Activities 184,94« (66,84))
Net Increase (Decrease) in Cash and Cash Equisi 74k (930)
Cash and Cash Equivalents at End of Period $ 1281 $ 3,631

Operating Activities

Our Net Cash Flows From Operating Activities we7® $nillion in 2005. We produced income of $71 roitliduring
the period and noncash expense items of $96 miftiorDepreciation and Amortization partially offsey Pensio
Contributions of $40 million. The other changesassets and liabilities represent items that hadri@ist period cas
flow impact, such as changes in working capitalvelt as items that represent future rights orgdiions to receive
pay cash, such as regulatory assets and liahilifiee current period activity in working capitalchao significar
items.

Our Net Cash Flows From Operating Activities we2@% million in 2004. We produced income of $87 ioill during
the period and had a noncash expense item of $86mfior Depreciation and Amortization. The otharanges i



assets and liabilities represent items that haareist period cash flow impact, such as changegoirking capital, a
well as items that represent future rights or d@il@ns to receive or pay cash, such as regulatsgta and liabilitie
The current period activity in working capital haal significant items.

Investing Activities

Net Cash Flows Used For Investing Activities durg@5 and 2004 primarily reflect our Constructiotp&nditures ¢
$268 million and $205 million, respectively. Consttion Expenditures are primarily for projects maprove servic
reliability for transmission and distribution, agvas environmental upgradesn 2005 and 2004, capital projects
transmission expenditures are primarily related the Jacksons Feri#yoming 765 kV transmission lir
Environmental upgrades include the installatioselective catalytic reduction (SCR) equipment ono&rnit 1 an
the flue gas desulfurization project at the Moumar Plant. For the remainder of 2005, we expectGmnstructiol
Expenditures to be approximately $430 million.

Financing Activities

In 2005, we issued three Senior Unsecured Notedirtgt$600 million with varying interest rates. VEso issue
Notes Payable Affiliates of $100 million and received a capi@dntribution from our parent of $100 million. \
retired $450 million of Senior Unsecured Notes wathinterest rate of 4.80% and retired three Wisttgage Bond
totaling $125 million with varying interest ratés.addition, we repaid $34 million of Advances frakffiliates.

In 2004, we retired $45 million of First Mortgag®mls and $40 million of Installment Purchase Catsravith ai
interest rate of 7.13% and 5.45%, respectivilyaddition, we received $69 million of Advancesrfr Affiliates ant
paid $50 million in Common Stock Dividends.

Financing Activity

Long-term debt issuances and retirements durindjrtesix months of 2005 were:

Issuances

Principal Interest Due

Type of Debt Amount Rate Date

(in
thousands’ (%)

Senior Unsecured Notes $ 250,00( 5.00 2017

Senior Unsecured Notes 200,00( 4 .95 2015

Senior Unsecured Notes 150,00( 4.40 2010

Notes Payabl- Affiliated 100,00 4.708 2010

Retirements

Principal Interest Due
Type of Debt Amount Rate Date
(in

thousands (%)

Senior Unsecured Notes $ 450,00( 4.80 2005
First Mortgage Bonds 50,00( 8.00 2005
First Mortgage Bonds 45,00( 8.00 2025

First Mortgage Bonds 30,00( 6.89 2005



Liquidity

We have solid investment grade ratings, which wtlesired provide us ready access to capital marketsder tc
issue new debt, refinance short-term debt or retieaongterm debt maturities. In addition, we participatetie
Utility Money Pool, which provides access to AERiidity.

Summary Obligation Information

A summary of our contractual obligations is incldda our 2004 Annual Report and has not changegifgigntly
from year-end other than the issuances and retirenaitscussed above.

Significant Factors

Virginia Environmental and Reliability Costs

In April 2004, the Virginia Electric Restructuringct was amended to include a provision which pesmétcovery
during the extended capped rate period ending Dieeer®l, 2010, of incremental environmental comiaan:
transmission and distribution (T&D) system religi(E&R) costs prudently incurred after July 1,020 On July 1
2005, we filed a request with the Virginia Statergi@wation Commission (Virginia SCC) seeking appfdiea the
recovery of $62 million in incremental E&R costsahgh June 30, 2006. Approximately $14 million loé tamour
requested represents incremental E&R costs fotwieérze months ending June 30, 2005 and $48 miltepresent
projected incremental E&R costs to be incurredtfar twelve months ended June 30, 2006. The $62omiteques
relates to environmental controls on cbedd generators to meet the first phase of theaClair Interstate Rule al
Clean Air Mercury Rule finalized earlier this yeagcovery of the incremental cost of the JacksarsyFWyoming
765 KV transmission line construction and otherentental T&D system reliability costs.

We requested that a twelwmenth E&R recovery factor be applied to electricve® bills on an interim bas
beginning August 1, 2005. If approved, the recovactor will be applied as a 9.18% surcharge tdaausr bills. Wi
proposed the difference between the actual increaheasts incurred and the cost recovered be sutgeature rat
adjustment.

On July 14, 2005, the Virginia SCC issued an ottat established a procedural schedule in ourgfiintluding th
convening of a public hearing on February 7, 20DGe order provided that no portion of our applicatishoul
become effective pending further decision of thegWila SCC. Each party to the proceeding may &lgal argumen
on or before September 6, 2005, on whether anderuwtiat circumstances, the Virginia SCC has théaity tc
make effective, on an interim basis subject tondfiany portion of our requested rate change. Weiaable to predi
the final outcome of this proceeding. If the VingirsCC denies recovery of net incremental amousfisrced, it wouli
adversely affect future results of operations aashdlows.

West Virginia Rate Case

On July 1, 2005, WPCo and we formally notified Bblic Service Commission of West Virginia of ontent to file
a joint general rate case for increases in resddsrin the third quarter of 2005. The filing wilclude, among oth
things, a request to reinstate the suspended eggdneél, net energy and purchased power clausd¢capmbvide fo
scheduled rate recovery of significant environmiermtad transmission expenditures. As of June 30,5280¢
December 31, 2004, we had $52 million of previousWer+ecovered fuel, net energy and purchased powes
recorded in Regulatory Liabilities - Ovegeovery of Fuel Cost on our Condensed ConsolidBednce Sheets. V
are unable to predict the ultimate effect of thisxd on revenues, results of operations, cash dlamd financiz
condition.

See the “Combined Management's Discussion and Amalpf Registrant Subsidiariesection for addition.
discussion of factors relevant to us.



Critical Accounting Estimates

See “Critical Accounting Estimates” section of “Cloimed Managemerd’ Discussion and Analysis of Regist
Subsidiaries”in the 2004 Annual Report for a discussion of tlséngates and judgments required for regule
accounting, revenue recognition, the valuatioroofjHived assets, the accounting for pension and gibstretiremet
benefits and the impact of new accounting pronoonecgs.




QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT RISK ~ MANAGEMENT ACTIVITIES

Market Risks

Our risk management policies and procedures antgutesl and administered at the AEP ConsolidatelleSe:
complete discussion within AEP’s “Quantitative aQdialitative Disclosures About Risk Management Atgg”
section. The following tables provide informatidmoat AEP’s risk management activities’ effect on us

MTM Risk Management Contract Net Assets

This table provides detail on changes in our MTNlasset or liability balance sheet position frone period to the
next.

MTM Risk Management Contract Net Assets
Six Months Ended June 30, 2005
(in thousands)

Total MTM Risk Management Contract Net Assets at Deember 31, 2004 $ 54,12«
(Gain) Loss from Contracts Realized/Settled DuthegyPeriod (a) (10,479
Fair Value of New Contracts When Entered DuringRleeiod (b) 682
Net Option Premiums Paid/(Received) (294)
Change in Fair Value Due to Valuation Methodolodwa@ges -
Changes in Fair Value of Risk Management Contrabts 15,177
Changes in Fair Value of Risk Management Contralttcated to Regulated Jurisdictions (e) 3,59¢
Total MTM Risk Management Contract Net Assets 62,80«
Net Cash Flovand Fair Value Hedge Contracts (f) (9,300
DETM Assignment (g) (18,949
Total MTM Risk Management Contract Net Assets at Jne 30, 2005 $ 34,56(

(@) “(Gain) Loss from Contracts Realized/Settledgribg the Period’includes realized risk management conti
and related derivatives that settled during 200Brertwe entered into the contract prior to 2005.

(b) “Fair Value of New Contracts When Entered Dgrihe Period” represents the fair value at inogptf long-
term contracts entered into with customers duri@@52 Most of the fair value comes from longer tedmed
price contracts with customers that seek to lifdirt risk against fluctuating energy prices. Ingaptvalue i
only recorded if observable market data can beimddafor valuation inputs for the entire contragtn. The
contract prices are valued against market curnvescasted with the delivery location and delivermyme

(c) “Net Option Premiums Paid/(Received¥flects the net option premiums paid/(received)tteesy relate t
unexercised and unexpired option contracts tha¢ wetered in 2005.

(d) “Changes in Fair Value of Risk Management Caxts”represents the fair value change in the risk managi
portfolio due to market fluctuations during the reut period. Market fluctuations are attributabdevariou:
factors such as supply/demand, weather, etc.

(e) “Changes in Fair Value of Risk Management Guois Allocated to Regulated Jurisdictionsfates to the n
gains (losses) of those contracts that are no¢ateftl in the Condensed Consolidated Statementscoirmie
These net gains (losses) are recorded as regukmdeeys/liabilities for those subsidiaries thatrafeein regulate
jurisdictions.

() “Net Cash Flow and Fair Value Hedge Contrac{ptetax) are discussed below in Accumulated (
Comprehensive Income (LosS).

(g) See “Natural Gas Contracts with DETM” sectiomNote 17 of the 2004 Annual Report.



Reconciliation of MTM Risk Management Contracts to
Condensed Consolidated Balance Sheets
As of June 30, 2005
(in thousands)

MTM Risk DETM

Management Assignment

Contracts (a) Hedges (b) Total (c)
Current Assets $ 91,49¢ $ 48€ $ - 8 91,98¢
Noncurrent Asset 164,32: 10C - 164,42:
Total MTM Derivative Contract Assets 255,82( 58¢€ - 256,40t
Current Liabilities (84,209 (8,57%) (6,379 (99,159
Noncurrent Liabilities (108,809 (1,309 (22,570 (122,68)
Total MTM Derivative Contract Liabilities (193,01¢) (9,889 (18,949 (221,846
Total MTM Derivative Contract Net Assets
(Liabilities) $ 62,80: $ (9,300) $ (18,949 $ 34,56(

(@) Does notinclude Cash Flow and Fair Value tésdg

(b) See “Natural Gas Contracts with DETM” sectiomNote 17 of the 2004 Annual Report.

(c) Represents amount of total MTM derivative cacts recorded within Risk Management Assets, Lieng
Risk Management Assets, Risk Management Liabilidied Long-term Risk Management Liabilities on our
Condensed Consolidated Balance Sheets.

Maturity and Source of Fair Value of MTM Risk Management Contract Net Assets

The table presenting maturity and source of falueaof MTM risk management contract net assets igesvtwc
fundamental pieces of information:

» The source of fair value used in determining theytag amount of our total MTM asset or liabilitgxternal
sources or modeled internally).

« The maturity, by year, of our net assets/liabsitigiving an indication of when these MTM amounth settle
and generate cash.

Maturity and Source of Fair Value of MTM
Risk Management Contract Net Assets
Fair Value of Contracts as of June 30, 2005
(in thousands)

After
Remainder 2009 Total
of 2005 2006 2007 2008 2009 (c) (d)

Prices Actively Quoted - Exchange Traded

Contracts $ (10,540% (85)% 8,36: % -$ -3 -$ (2,269)
Prices Provided by Other External Sources - O”
Broker Quotes (a) 22,86: 32,93t 11,44¢ 11,74 - - 78,99(

Prices Based on Models and Other Valuation
Methods (b) (11,71% (17,016 (4,759 1,57¢ 9,97C 8,02 (13,91)




Total $ 60z $ 15,83t $15,057 $13,31¢$9,97($ 8,02 $ 62,80¢

(@ “Prices Provided by Other External SourcesTCroker Quotes” reflects information obtainednfr@ver-
the-counter brokers, industry services, or multjpdety on-line platforms.

(b) “Prices Based on Models and Other Valuatiorthdds” is in absence of pricing information fromtemal
sources. Modeled information is derived using viauamodels developed by the reporting entity,aetihg
when appropriate, option pricing theory, discountedh flow concepts, valuation adjustments, etd.rany
require projection of prices for underlying comntal beyond the period that prices are availalefthird-
party sources. In addition, where external pridimfgrmation or market liquidity are limited, suclaluations
are classified as modeled. The determination opthet at which a market is no longer liquid foaghg it in
the modeled category varies by market.

(c) There is mark-to-market value in excess opé&frent of our total mark-to-market value in indival periods
beyond 2009. $8.5 million of this mark-to-marketuais in 2010.

(d)  Amounts exclude Cash Flow and Fair Value Hedge

Cash Flow Hedges Included in Accumulated Other Commehensive Income (Loss) (AOCI) on the Condens
Consolidated Balance Sheets

We are exposed to market fluctuations in energyroodity prices impacting our power operations. Wenitow thes
risks on our future operations and may employ wericommodity instruments and cash flow hedges tmaté the
impact of these fluctuations on the future castvélérom assets. We do not hedge all commodity prste

We employ the use of interest rate forward and swapsactions in order to manage interest rate ®xgool
anticipated borrowings of fixed-rate debt. We do medge all interest rate risk.

We employ forward contracts as cash flow hedgedobs-in prices on certain transactions which have
denominated in foreign currencies where deemedssacg We do not hedge all foreign currency expmasur

The table provides detail on designated, effeatiaeh flow hedges included in the Condensed CoradetidBalanc
Sheets. The data in the table indicates the madmidéi cash flow hedges we have in place. Only ectdrdesignate
as cash flow hedges are recorded in AOCI; therefrenomic hedge contracts which are not desigresezffectiv
cash flow hedges are marked-to-market and arededlin the previous risk management tables.

Total Accumulated Other Comprehensive Income (LossActivity
Six Months Ended June 30, 2005
(in thousands)

Foreign
Power Currency Interest Rate Total
Beginning Balance December 31, 2004 $ 242z $ (17¢) $ (11,570 $ (9,329
Changes in Fair Value (a) (3,692) - (6,327 (20,019
Reclassifications from AOCI to Net Income (b) (4,380 2 51t (3,869)
Ending Balance June 30, 2005 $ (5,650 $ (174 $ (17,38) $ (23,20¢)

(@) “Changes in Fair Value” shows changes in #ievialue of derivatives designated as cash flodgks during
the reporting period that are not yet settled aeJ20, 2005. Amounts are reported net of relatednre taxes.

(b) “Reclassifications from AOCI to Net Income”presents gains or losses from derivatives usededgitg
instruments in cash flow hedges that were reclassihto net income during the reporting period. &Amts
are reported net of related income taxes above.

The portion of cash flow hedges in AOCI expectedbéoreclassified to earnings during the next twehanths is



$7,533 thousand loss.

Credit Risk

Counterparty credit quality and exposure is gehecainsistent with that of AEP.
VaR Associated with Risk Management Contracts

The following table shows the end, high, averagd,law market risk as measured by VaR for the gkindicated:

Six Months Ended Twelve Months Ended
June 30, 2005 December 31, 2004
(in thousands) (in thousands)
End High Average Low End High Average Low
$1,162 $1,391 $679 $399 $577 $1,883 $812 $277

VaR Associated with Debt Outstanding

The risk of potential loss in fair value attribul@lbo our exposure to interest rates primarily tedlato longterm dek
with fixed interest rates was $113 million and $8#lion at June 30, 2005 and December 31, 200fpes/ely. We
would not expect to liquidate our entire debt puitf in a oneyear holding period. Therefore, a near term chan
interest rates should not negatively affect ounlteof operation or consolidated financial positio




APPALACHIAN POWER COMPANY AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF INCOME
For the Three and Six Months Ended June 30, 2005 dr2004

(Unaudited)
(in thousands)

Three Months Ended

Six Months Ended

2005 2004 2005 2004
OPERATING REVENUES
Electric Generation, Transmission and Distribu  $ 439,54t $ 414,86! $ 943,68¢ $ 888,09(
Sales to AEP Affiliates 55,97¢ 51,04’ 108,91° 104,92¢
TOTAL 495,52° 465,91: 1,052,60! 993,01¢
OPERATING EXPENSES

Fuel for Electric Generation 123,01° 98,69« 236,39¢ 209,40!
Purchased Electricity for Resale 26,73 17,78¢ 54,96¢ 34,43(
Purchased Electricity from AEP Affiliates 107,02: 87,79: 233,98t 178,28(
Other Operation 77,28¢ 72,05¢ 148,29: 140,80(
Maintenance 37,26¢ 52,93 84,45¢ 94,25:
Depreciation and Amortization 46,49 47,23 96,45( 95,14«
Taxes Other Than Income Taxes 23,32 23,49¢ 47,36 46,95
Income Taxes 8,75¢ 19,83¢ 34,99¢ 60,27¢
TOTAL 449,89 419,83( 936,90t 859,54(
OPERATING INCOME 45,63¢ 46,08: 115,70( 133,47
Nonoperating Incom 8,76¢ 3,152 12,25t 8,69¢
Nonoperating Expenst 2,441 3,20¢ 7,00¢ 5,741
Nonoperating Income Tax Expense (Cre 60% (1,269 (1,27%) (1,625)
Interest Charges 27,14¢ 25,46 51,34« 50,90(
NET INCOME 24,21 21,82¢ 70,88t 87,16
Preferred Stock Dividend Requirements,
Including Capital Stock

Expense and Other Expense 90¢= 79€ 1,702 1,621
EARNINGS APPLICABLE TO COMMON
STOCK $ 23,30¢ $ 21,02¢ % 69,18 $ 85,54

The common stock of APCo iswholly-owned by AEP.

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




APPALACHIAN POWER COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN COM MON SHAREHOLDER'’S
EQUITY AND COMPREHENSIVE INCOME (LOSS)
For the Six Months Ended June 30, 2005 and 2004

DECEMBER 31, 2003

Common Stock Dividends
Preferred Stock Dividends
Capital Stock Expense

TOTAL

COMPREHENSIVE INCOME

Other Comprehensive Loss, Net of Taxes:
Cash Flow Hedges, Net of Tax of $2,402
NET INCOME

TOTAL COMPREHENSIVE INCOME
JUNE 30, 2004

DECEMBER 31, 2004

Capital Contribution from Parent
Preferred Stock Dividends
Capital Stock Expense and Other

TOTAL

COMPREHENSIVE INCOME

Other Comprehensive Loss, Net of Taxes:
Cash Flow Hedges, Net of Tax of $7,474
NET INCOME

TOTAL COMPREHENSIVE INCOME

JUNE 30, 2005

(Unaudited)
(in thousands)

Accumulated
Other
Common Paid-in Retained Comprehensive
Stock Capital Earnings Income (Loss) Total

$ 260,45($ 719,89¢$ 408,71t $ (52,08¢$1,336,98
(50,000 (50,000
(400) (400)

1,221 (1,22) -
1,286,58

(4,467) (4,4672)

87,16 87,16
82,70(

$ 260,45($ 721,12($ 444,25 $ (56,55($1,369,28
$ 260,45¢$ 722,31:$ 508,61¢$ (81,67:)$1,409,71:
100,00( 100,00

(400) (400)

2,447 (1,30%) 1,14¢

1,510,46.

(13,88) (13,88)

70,88t 70,88t
57,00¢
$ 260,45($ 824,76:$ 577,80: % (95,554%$1,567,46!

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




APPALACHIAN POWER COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS

June 30, 2005 and December 31, 2004

(Unaudited)
(in thousands)

ELECTRIC UTILITY PLANT

Production

Transmission

Distribution

General

Construction Work in Progress

Total
Accumulated Depreciation and Amortization

TOTAL - NET

OTHER PROPERTY AND INVESTMENTS

Nonutility Property, Ne
Other Investments

TOTAL

CURRENT ASSETS

Cash and Cash Equivalents
Other Cash Deposits
Accounts Receivable:
Customers
Affiliated Companies
Accrued Unbilled Revenues
Miscellaneous
Allowance for Uncollectible Accounts
Risk Management Assets
Fuel
Materials and Supplies
Margin Deposits
Prepayments and Other
TOTAL

DEFERRED DEBITS AND OTHER ASSETS

Regulatory Assets:
SFAS 109 Regulatory Asset, Net
Transition Regulatory Assets
Unamortized Loss on Reacquired Debt
Other

Long-term Risk Management Assets

Emission Allowances

2005 2004
2,689,05! $ 2,502,27;
1,262,91! 1,255,39
2,104,93°  2,070,37
294,27 302,47
390,27: 399,11
6,741,45 6,529,63
2475901 244321
4,265,555  4,086,41
20,74 20,37¢
12,95! 18,77
33,69 39,15!
1,281 53¢
167 1,13
149,54 126,42:
114,76: 140,95(
34,01 51,42
1,65 1,26¢
(2,181 (5,567)
91,98t 81,81
73,42¢ 45,75¢
43,84¢ 45,64
13,22 8,32¢
21,22t 12,19:
542,95! 509,90
342,71 343,41
23,34t 25,46’
18,69’ 18,15’
62,31¢ 36,36¢
164,42: 81,24t
49,25’ 38,93



Deferred Property Taxes 31,74¢ 37,07:

Deferred Charges and Other 9,48( 23,79¢
TOTAL 701,97¢ 604,45(
TOTAL ASSETS $ 5544,18 $ 5,239,911

See Condensed Notes to Financial Satements of Registrant Subsidiaries.




APPALACHIAN POWER COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEETS

CAPITALIZATION AND LIABILITIES
June 30, 2005 and December 31, 2004
(Unaudited)

CAPITALIZATION

Common Shareholder’s Equity
Common Stock - No par value:
Authorized - 30,000,000 shares
Outstanding - 13,499,500 shares
Paid-in Capital
Retained Earnings
Accumulated Other Comprehensive Income (LosSs)

Total Common Shareholder’s Equity
Cumulative Preferred Stock Not Subject to Mandaiegemption

Total Shareholders’ Equity

Long-term Debt:
Nonaffiliated
Affiliated

Total Long-term Debt
TOTAL

CURRENT LIABILITIES

2005

2004

(in thousands)

Long-term Debt Due Within One Year - Nonaffiliated
Advances from Affiliates
Accounts Payable:

General

Affiliated Companies
Risk Management Liabilities
Taxes Accrued
Interest Accrued
Customer Deposits
Obligations Under Capital Leases
Other

TOTAL

DEFERRED CREDITS AND OTHER LIABILITIES

Deferred Income Taxes
Regulatory Liabilities:
Asset Removal Costs
Over-recovery of Fuel Cost
Deferred Investment Tax Credits
Unrealized Gain on Forward Commitments
Employee Benefits and Pension Obligations
Long-term Risk Management Liabilities

$ 26045¢ $ 260,45
824,76: 722,31
577,80; 508,61
(95,559) (81,677)

1,567,46/ 1,409,71i
17,78 17,78
1,585,25! 1,427,50
1,705,48| 1,254,58;
100,00( -
1,805,48! 1,254,58
3,390,73 2,682,001
100,01 530,01(
176,69; 211,06(
167,68« 130,71(
74,51 76,31
99,15¢ 89,13t
60,55 90,40
23,81 21,07¢
58,26 42,82:
6,01¢ 6,74z
51,01 56,64
817,73 1,254,91!
862,56 852,53
88,91 95,76
52,04 57,841
28,11 30,38:
33,23 23,27
92,40 130,53
122,68 57,34¢



Asset Retirement Obligations 25,57¢ 24,62¢

Obligations Under Capital Leases 11,10: 13,13¢
Deferred Credits 19,07t 17,47«
TOTAL 1,335,71! 1,302,90

Commitments and Contingencies (Note 5)

TOTAL CAPITALIZATION AND LIABILITIES $ 5,544,18 $ 5,239,91

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




APPALACHIAN POWER COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Six Months Ended June 30, 2005 and 2004

(in thousands)

OPERATING ACTIVITIES

(Unaudited)

Net Income

Adjustments to Reconcile Net Income to Net Cash Ries From Operating

Activities:
Depreciation and Amortization
Accretion Expense
Deferred Income Taxes
Deferred Investment Tax Credits
Deferred Property Taxes
Pension Contributions
Pension and Postemployment Benefit Reserves
Mark-to-Market of Risk Management Contracts
Over/Under Fuel Recovery
Carrying Costs on Stranded Net Assets
Change in Other Noncurrent Assets
Change in Other Noncurrent Liabilities
Changes in Components of Working Capital:
Accounts Receivable, Net
Fuel, Materials and Supplies
Accounts Payable
Taxes Accrued
Customer Deposits
Interest Accrued
Other Current Assets
Other Current Liabilities

Net Cash Flows From Operating Activities

INVESTING ACTIVITIES

Construction Expenditures
Change in Other Cash Deposits, Net
Proceeds from Sale of Assets

Net Cash Flows Used For Investing Activities

FINANCING ACTIVITIES

Issuance of Long-term Debt - Nonaffiliated
Issuance of Long-term Debt - Affiliated
Retirement of Long-term Debt

Capital Contribution from Parent

Changes in Advances to/from Affiliates, Net
Dividends Paid on Cumulative Preferred Stock

2005 2004
70,88t 87,16:
96,45( 95,14

95¢ 85¢
18,20 24,37
(2,26¢) 2,09(
5,32t 5,70:
(39,875 (34¢€)
1,71¢ (3,049)
(13,479 5,61
(8,759) 607
(4,065 -
(11,945 (11,419
(23,979 9,55¢
16,71( 29,42
(25,875 (21,879
27,026 (32,229
(29,84) 27,67
15,44 11,62
2,741 36
(13,89 6,42t
(6,35¢) (7,979
75,11 229,42(
(268,009 (204,644
96€ 40,61
7,731 524
(259,31 (163,50%)
594,71 -
100,00( -
(575,00%) (85,00%)
100,00( -
(34,369 68,56t
(400) (400)



Dividends Paid on Common Stock - (50,000
Net Cash Flows From (Used For) Financing Activities 184,94« (66,847)
Net Increase (Decrease) in Cash and Cash Equivalent 74k (930
Cash and Cash Equivalents at Beginning of Period 53€ 4,56
Cash and Cash Equivalents at End of Period $ 1,281 3,631

SUPPLEMENTAL DISCLOSURE:

Cash paid for interest net of capitalized amounts 45,064,000 and $46,739,000 and for income taes
$47,461,000 and $3,946,000 in 2005 and 2004, résplc Noncash capital lease acquisitions in 2668 2004 wel
$748,000 and $910,000, respectively. ConstructimpeRditures include the change in constructelated Accoun

Payable of $8,151,000 and $(3,646,000) in 2005280d, respectively.

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




APPALACHIAN POWER COMPANY AND SUBSIDIARIES
INDEX TO CONDENSED NOTES TO FINANCIAL STATEMENTS OF REGISTRANT SUBSIDIARIES

The condensed notes to AP€aondensed consolidated financial statementsoambioed with the condensed note
financial statements for other subsidiary regiggahisted below are the condensed notes that appiCo.

Footnote

Reference
Significant Accounting Matters Note 1
New Accounting Pronouncemer Note 2
Rate Matters Note 3
Commitments and Contingencies Note 5
Guarantees Note 6
Benefit Plans Note 8
Business Segments Note 9
Income Taxes Note 10
Financing Activities Note 11

Company-wide Staffing and Budget Review Note 12
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COLUMBUS SOUTHERN POWER COMPANY AND SUBSIDIARIES
MANAGEMENT 'S NARRATIVE FINANCIAL DISCUSSION AND ANALYSIS

Results of Operations

Second Quarter of 2005 Compared to Second Qudri&0d

Reconciliation of Second Quarter of 2004 to Secor@uarter of 2005 Net Income

(in millions)
Second Quarter of 2004 Net Incom $ 31
Changes in Gross Margin:
Retail Margins (5)
Transmission Revenu (5)
Off-system Sale 4
Other Revenue 1
Total Change in Gross Margin (5)
Changes in Operating Expenses and Othe
Depreciation and Amortizatic 9
Nonoperating Income and Expenses, 4
Interest Charge (1)
Total Change in Operating Expenses and Othe 12
Income Tax Expens (3)
Second Quarter of 2005 Net Incom $ 35

Net Income increased $4 million to $35 million i6(5. The key drivers of the increase were a $9anildecrease |
Depreciation and Amortization and a $4 million ie&se in Nonoperating Income and Expenses, Nethauifset by
a $5 million decrease in gross margin.

The major components of our decrease in gross madgiined as revenues net of related fuel andhaised powe
were as follows:

» Retail Margins were $5 million less than the prariod primarily due to lower fuel margins partyatiffset by
lower capacity settlement costs.

« Transmission Revenues decreased $5 million prigndrie to the loss of through and out rates, ne¢piacemer
SECA rates. See “FERC Order on Regional ThroughQuidRates’for additional discussion of these FERC
changes.

« Off-system Sales margins increased $4 million prilpaue to favorable price margins.

Operating Expenses and Other changed betweenasé&rows:

« Depreciation and Amortization expense decreasethi$®n primarily due to the order in the rate stedation
plan which resulted in a reversal of unused shappiedits of $18 million partially offset by thetaklishment o
a $7 million regulatory liability to benefit low @@me customers and for economic development.

» Nonoperating Income and Expenses, Net increaseadiidn primarily due to the establishment of a ukgory



asset for carrying costs on environmental capkpeaditures.
Income Tax

The effective tax rates for the second quartero®b2and 2004 were 35.0% and 33.6%, respectively.diiffierence i
the 2004 effective income tax rate and the fedstatutory rate of 35% is due to flarough of book versus t
temporary differences, permanent differences, amadibn of investment tax credits and state incamrees. Th
effective tax rates remained relatively flat foe tomparative period.

Six Months Ended June 30, 2005 Compared to Six MoBnhded June 30, 2004

Reconciliation of Six Months Ended June 30, 2004 8ix Months Ended June 30, 2005 Net Income

(in millions)
Six Months Ended June 30, 2004 Net Incon $ 76
Changes in Gross Margin:
Retail Margins (12)
Transmission Revenu: (112)
Off-system Sale 6
Other Revenue (1)
Total Change in Gross Margin a7
Changes in Operating Expenses and Othe
Other Operation and Maintenar 11
Depreciation and Amortizatic 8
Taxes Other Than Income Ta» (1)
Nonoperating Income and Expenses, 6
Interest Charge (1)
Total Change in Operating Expenses and Othe 23

Income Tax Expens -
Six Months Ended June 30, 2005 Net Inconr $ 82

Net Income increased $6 million to $82 million iA0%. The increase is primarily due to an $11 milldecrease i
Other Operation and Maintenance expenses, an $8milecrease in Depreciation and Amortization ar&b million
increase in Nonoperating Income and Expenses, &igafy offset by a decrease in gross margin of illion.

The major components of our decrease in gross maigiined as revenues net of related fuel andhaised powe
were as follows:

« Retail Margins were $11 million less than the pperiod primarily due to lower fuel margins patijabffset by
lower capacity settlement costs.

« Transmission Revenues decreased $11 million priynalie to the loss of through and out rates, ne
replacement SECA rates.

« Off-system Sales margins increased $6 million pritpaue to favorable price margins.

Operating Expenses and Other changed betweenasérfows:

» Other Operation and Maintenance expenses decrekiskednillion primarily due to lower expenditures
estimated for storm expenses from the major icensia December 2004, a decrease in transmissioBrese:
related to the AEP Transmission Equalization Agrertnand the settlement and cancellation of thearate



owned life insurance policy in February 2005.

» Depreciation and Amortization expense decreasenhii®n primarily due to the order in the rate stedation
plan which resulted in a reversal of unused shappiedits of $18 million partially offset by thetaklishment o
a $7 million regulatory liability to benefit low @@me customers and for economic development.

« Nonoperating Income and Expenses, Net increasedilién primarily due to the establishment of a ukgory
asset for carrying costs on environmental capitqleaditures offset by lower margins on risk managet
activities.

Income Tax

The effective tax rates for the first six month2605 and 2004 were 33.2% and 35.1%, respectiValy.difference i
the effective income tax rate and the federal staguate of 35% is due to flotrough of book versus tax tempor
differences, permanent differences, amortizatiomeéstment tax credits and state income taxes.dEceease in ti
effective tax rate is primarily due to changesennpanent differences and state income taxes.

Financial Condition

Credit Ratings
The rating agencies currently have us on stableautCurrent ratings are as follows:

Moody’s S&P Fitch

Senior Unsecured Debt A3 BBB A-
Financing Activity
There were no long-term debt issuances or retirgraring the first six months of 2005.
Liquidity

We have solid investment grade ratings, which wtiesired provide us ready access to capital marketsder tc
issue new debt, refinance short-term debt or retieaongterm debt maturities. In addition, we participatetie
Utility Money Pool, which provides access to AERgidity.

Summary Obligation Information

A summary of our contractual obligations is incldda our 2004 Annual Report and has not changegifgigntly
from year-end.

Significant Factors

See the “Combined Management’s Discussion and Arslpf Registrant Subsidiariessection for addition:
discussion of factors relevant to us.

Critical Accounting Estimates

See “Critical Accounting Estimates” section of “Cloimed Managemerd’ Discussion and Analysis of Regist
Subsidiaries”in the 2004 Annual Report for a discussion of tlséingates and judgments required for regule
accounting, revenue recognition, the valuatioroofjHived assets, the accounting for pension and gibstretiremer
benefits and the impact of new accounting pronoonergs.






QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT RISK ~ MANAGEMENT ACTIVITIES

Market Risks

Our risk management policies and procedures antgutesl and administered at the AEP ConsolidatelleSe:
complete discussion within AEP’s “Quantitative aQdialitative Disclosures About Risk Management Atgg”
section. The following tables provide informatidmoat AEP’s risk management activities’ effect on us

MTM Risk Management Contract Net Assets

This table provides detail on changes in our MTMasset or liability balance sheet position frone period to the
next.

MTM Risk Management Contract Net Assets
Six Months Ended June 30, 2005
(in thousands)

Total MTM Risk Management Contract Net Assets at Deember 31, 2004 $ 30,91¢
(Gain) Loss from Contracts Realized/Settled DuthegyPeriod (a) (7,395
Fair Value of New Contracts When Entered DuringRleeiod (b) 59¢
Net Option Premiums Paid/(Received) (159)
Change in Fair Value Due to Valuation Methodolodwa@ges -
Changes in Fair Value of Risk Management Contra@bts 8,16(
Changes in Fair Value of Risk Management Contratiteated to Regulated Jurisdictions (e) =
Total MTM Risk Management Contract Net Assets 32,13(
Net Cash Flow Hedge Contracts (4,502
DETM Assignment (g) (9,699
Total MTM Risk Management Contract Net Assets at Jane 30, 2005 $ 17,93/

(@) “(Gain) Loss from Contracts Realized/Settledgribg the Period’includes realized risk management conti
and related derivatives that settled during 200Bre/twe entered into the contract prior to 2005.

(b) “Fair Value of New Contracts When Entered Dgrihe Period” represents the fair value at inogptf long-
term contracts entered into with customers duri@@52 Most of the fair value comes from longer tedmed
price contracts with customers that seek to lifdirt risk against fluctuating energy prices. Ineaptvalue i
only recorded if observable market data can beimddafor valuation inputs for the entire contragtn. The
contract prices are valued against market curnvescasted with the delivery location and delivermyme

(c) “Net Option Premiums Paid/(Received¥flects the net option premiums paid/(received)tteesy relate t
unexercised and unexpired option contracts tha¢ wetered in 2005.

(d) “Changes in Fair Value of Risk Management Caxts”represents the fair value change in the risk managi
portfolio due to market fluctuations during the reut period. Market fluctuations are attributabdevariou:
factors such as supply/demand, weather, etc.

(e) “Changes in Fair Value of Risk Management Guois Allocated to Regulated Jurisdictionsfates to the n
gains (losses) of those contracts that are noeateftl in the Condensed Consolidated Statementscofrie
These net gains (losses) are recorded as regukadeeys/liabilities for those subsidiaries thatrafeein regulate
jurisdictions.

(H “Net Cash Flow Hedge Contractgjrétax) are discussed below in Accumulated Othen@ehensive Incon
(Loss).

(g) See “Natural Gas Contracts with DETM” sectiomNote 17 of the 2004 Annual Report.



Reconciliation of MTM Risk Management Contracts to
Condensed Consolidated Balance Sheets
As of June 30, 2005
(in thousands)

MTM Risk DETM

Managemeni  Cash Flow  Assignment

Contracts (a) Hedges (b) Total (c)
Current Assets $ 46,82¢ $ 177 $ - $ 47,00t
Noncurrent Asset 84,09: 51 - 84,14.
Total MTM Derivative Contract Assets 130,91¢ 22¢ - 131,14
Current Liabilities (43,099 (4,322 (3,260 (50,687)
Noncurrent Liabilities (55,690 (4098 (6,437 (62,53))
Total MTM Derivative Contract Liabilities (98,789 (4,730 (9,699 (113,21))
Total MTM Derivative Contract Net Assets
(Liabilities) $ 32,13( $ (4,502 $ (9,699 $ 17,93«

(@) Does notinclude Cash Flow Hedges.

(b) See “Natural Gas Contracts with DETM” sectiomNote 17 of the 2004 Annual Report.

(c) Represents amount of total MTM derivative cacts recorded within Risk Management Assets, Lieng
Risk Management Assets, Risk Management Liabilidied Long-term Risk Management Liabilities on our
Condensed Consolidated Balance Sheets.

Maturity and Source of Fair Value of MTM Risk Management Contract Net Assets

The table presenting maturity and source of falueaof MTM risk management contract net assets igesvtwc
fundamental pieces of information:

» The source of fair value used in determining theytag amount of our total MTM asset or liabilitgxternal
sources or modeled internally).

»  The maturity, by year, of our net assets/liabsitigiving an indication of when these MTM amounth settle
and generate cash.

Maturity and Source of Fair Value of MTM
Risk Management Contract Net Assets
Fair Value of Contracts as of June 30, 2005
(in thousands)

Remaindet After
of 2005 2006 2007 2008 2009 2009 (c) Total (d)

Prices Actively Quoted - Exchandeadec
Contracts $ (539)% (44)% 4,27¢$ -9 -9 -$ (1,169
Prices Provided by Other Exterr&burce:
-0TC

Broker Quotes (a) 11,69¢ 16,85; 5,85¢ 6,00¢ - - 40,41¢
Prices Based on Models and Other
Valuation

Methods (b) (5,997 (8,712 (2,43  80€  510: 4,108 (7,126




Total $ 31C$ 8,101% 7,69:$ 681t$ 510:$% 4,10t $ 32,13(

(@ “Prices Provided by Other External SourcesTCroker Quotes” reflects information obtainednfr@ver-
the-counter brokers, industry services, or multjpdety on-line platforms.

(b) “Prices Based on Models and Other Valuatiorthdds” is in absence of pricing information fromtemal
sources. Modeled information is derived using viauamodels developed by the reporting entity,aetihg
when appropriate, option pricing theory, discountedh flow concepts, valuation adjustments, etd.rany
require projection of prices for underlying comntal beyond the period that prices are availalefthird-
party sources. In addition, where external pridimfgrmation or market liquidity are limited, suclaluations
are classified as modeled. The determination opthet at which a market is no longer liquid foaghg it in
the modeled category varies by market.

(c) There is mark-to-market value in excess opé&frent of our total mark-to-market value in indival periods
beyond 2009. $4.4 million of this mark-to-marketuais in 2010.

(d)  Amounts exclude Cash Flow Hedges.

Cash Flow Hedges Included in Accumulated Other Commehensive Income (Loss) (AOCI) on the Condens
Consolidated Balance Sheets

We are exposed to market fluctuations in energyroodity prices impacting our power operations. Wenitow thes
risks on our future operations and may employ wericommodity instruments and cash flow hedges tmaté the
impact of these fluctuations on the future castvélérom assets. We do not hedge all commodity prste

The table provides detail on designated, effeataeh flow hedges included in the Condensed CoradetidBalanc
Sheets. The data in the table indicates the madmibéi cash flow hedges we have in place. Only ectdrdesignate
as cash flow hedges are recorded in AOCI; therefrenomic hedge contracts which are not desigregezffectiv
cash flow hedges are marked-to-market and arededlin the previous risk management tables.

Total Accumulated Other Comprehensive Income (LossActivity
Six Months Ended June 30, 2005
(in thousands)

Power
Beginning Balance December 31, 2004 $ 1,39
Changes in Fair Value (a) (2,044
Reclassifications from AOCI to Net Income (b) (2,247
Ending Balance June 30, 2005 $ (2,89

(@) “Changes in Fair Value” shows changes in thevalue of derivatives designated as cash flodgks during
the reporting period that are not yet settled aeJe0, 2005. Amounts are reported net of relatednre taxes.

(b) “Reclassifications from AOCI to Net Income”presents gains or losses from derivatives usededgithg
instruments in cash flow hedges that were reciasisinto net income during the reporting period. &mts
are reported net of related income taxes.

The portion of cash flow hedges in AOCI expectedbéoreclassified to earnings during the next twehanths is
$2,659 thousand loss.

Credit Risk
Our counterparty credit quality and exposure isegally consistent with that of AEP.

VaR Associated with Risk Management Contracts



The following table shows the end, high, averagd,law market risk as measured by VaR for the gkindicated:

Six Months Ended Twelve Months Ended
June 30, 2005 December 31, 2004
(in thousands) (in thousands)
End High Average Low End High Average Low
$595 $712 $347 $204 $332 $1,083 $467 $160

VaR Associated with Debt Outstanding

The risk of potential loss in fair value attribul@lbo our exposure to interest rates, primarilated to longerm dek
with fixed interest rates, was $39 million and $48lion at June 30, 2005 and December 31, 2004ecs/ely. Wt
would not expect to liquidate our entire debt paitfin a oneyear holding period. Therefore, a near term chan
interest rates should not negatively affect ounlteof operation or financial position.




COLUMBUS SOUTHERN POWER COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
For the Three and Six Months Ended June 30, 2005 dr2004
(Unaudited)
(in thousands)

Three Months Ended Six Months Ended
2005 2004 2005 2004

OPERATING REVENUES
Electric Generation, Transmission and Distribu $ 339,96¢ $ 337,38 $ 680,12 $ 681,46"
Sales to AEP Affiliates 20,91¢ 21,33: 45,01: 39,95;

TOTAL 360,88° 358,72( 725,13t 721,41

OPERATING EXPENSES

Fuel for Electric Generation 46,55¢ 51,15¢ 107,91( 92,79
Fuel from Affiliates for Electric Generation - 1,75¢ - 10,60z
Purchased Electricity for Resale 8,70: 4,76¢ 17,90¢ 9,45(
Purchased Electricity from AEP Affiliates 95,17: 85,70¢ 174,94° 167,42:
Other Operation 58,30: 59,39( 107,07( 117,26:
Maintenance 26,70( 25,94 42,08¢ 42,77(
Depreciation and Amortization 27,33 36,44¢ 65,53: 73,26:
Taxes Other Than Income Taxes 32,91 32,72¢ 69,07t 68,05:
Income Taxes 18,047 16,197 38,46¢ 40,66:
TOTAL 313,72¢ 314,09: 622,99: 622,28(
OPERATING INCOME 47,15¢ 44,62¢ 102,14« 99,13’
Nonoperating Incom 57¢ 65C 5,78¢ 5,617
Carrying Costs Income 4,15¢ 12C 6,91¢ 231
Nonoperating Expenst 98¢ 85¢ 1,74z 1,59¢
Nonoperating Income Tax Expense (Cre 59C (62¢) 2,407 291
Interest Charges 15,66¢ 14,41 28,58( 27,22’
NET INCOME 34,65! 30,75¢ 82,11¢ 75,87«

Preferred Stock Dividend Requirements includi
Capital Stock
Expense and Other Expense 1,85¢ 254 2,112 50¢

EARNINGS APPLICABLE TO COMMON
STOCK $ 32,797 $ 30,50 $ 80,007 $ 75,36¢

The common stock of CSPCo is wholly-owned by AEP.

See Condensed Notes to Financial Statements of Registrant Subsidiaries.






COLUMBUS SOUTHERN POWER COMPANY AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN COM MON SHAREHOLDER’S
EQUITY AND COMPREHENSIVE INCOME (LOSS)
For the Six Months Ended June 30, 2005 and 2004

DECEMBER 31, 2003

Common Stock Dividends
Capital Stock Expense

TOTAL

COMPREHENSIVE INCOME

Other Comprehensive Loss, Net of Taxes:
Cash Flow Hedges, Net of Tax of $1,290
NET INCOME

TOTAL COMPREHENSIVE INCOME
JUNE 30, 2004

DECEMBER 31, 2004

Common Stock Dividends
Capital Stock Expense and Other

TOTAL

COMPREHENSIVE INCOME

Other Comprehensive Loss, Net of Taxes:
Cash Flow Hedges, Net of Tax of $2,307
NET INCOME

TOTAL COMPREHENSIVE INCOME

JUNE 30, 2005

(Unaudited)
(in thousands)

Accumulated

Common Paid-in
Stock Capital

Other
Retained Comprehensive
Earnings Income (Loss) Total

$ 41,02¢$ 576,40($ 326,78. %

(62,500)
50€ (50¢)

75,87«

(46,327)$ 897,88:

(62,500)

835,38:!

(2,39)  (2,39)
75,87

73,47

$ 41,02¢$ 576,90($ 339,64($

(48,729$ 908,85

$ 41,02t$ 577,41'$ 341,02'$

(57,000)
2,11: (2,119

82,11¢

(60,816% 898,65(

(57,000)

841,65l

(4,285)
82,11
77,83

(4,285)

$ 41,02¢$ 579,52°$ 364,03. $

(65,10)$ 919,48

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




COLUMBUS SOUTHERN POWER COMPANY AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS

June 30, 2005 and December 31, 2004

(Unaudited)

(in thousands)

ELECTRIC UTILITY PLANT

Production

Transmission

Distribution

General

Construction Work in Progress

Total
Accumulated Depreciation and Amortization

TOTAL - NET

OTHER PROPERTY AND INVESTMENTS

Nonutility Property, Ne
Other Investments

TOTAL

CURRENT ASSETS

Cash and Cash Equivalents
Other Cash Deposits
Advances to Affiliates
Accounts Receivable:
Customers
Affiliated Companies
Accrued Unbilled Revenues
Miscellaneous
Allowance for Uncollectible Accounts
Fuel
Materials and Supplies
Risk Management Assets
Margin Deposits
Prepayments and Other
TOTAL

DEFERRED DEBITS AND OTHER ASSETS

Regulatory Assets:
SFAS 109 Regulatory Asset, Net
Transition Regulatory Assets
Unamortized Loss on Reacquired Debt
Other

Long-term Risk Management Assets

2005 2004
1,716,26! $ 1,658,55.
444,16: 432,71
1,323,791 1,300,25!
164,35t 167,98t
102,95: 131,74
3,751,52 3,691,241
1,510,31! 1,471,95I
2,241,21. 2,219,29
21,81 22,32:
4,10¢ 5,147
25,92; 27,46¢
694 25
. 33
62,17: 141,55
42,71¢ 41,13(
57,54( 72,85¢
11,527 19,58
1,117 1,14¢
(55E) (674)
35,67: 34,02¢
33,83t 37,13
47,00¢ 46,63
6,76¢ 4,84¢
16,23+ 11,49
314,72 409,78
17,59: 16,48:
159,26 156,67
12,77: 13,15t
47,41 25,69;
84,14: 46,73



Deferred Property Taxes 32,54« 64,75«

Deferred Charges and Other 47,76 49,85¢
TOTAL 401,49 373,34
TOTAL ASSETS $ 2,983,35 $ 3,029,891

See Condensed Notes to Financial Satements of Registrant Subsidiaries.




COLUMBUS SOUTHERN POWER COMPANY AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

CAPITALIZATION AND LIABILITIES
June 30, 2005 and December 31, 2004
(Unaudited)

CAPITALIZATION

2005

2004

Common Shareholder’s Equity:
Common Stock - No par value:
Authorized - 24,000,000 shares
Outstanding - 16,410,426 shares
Paid-in Capital
Retained Earnings
Accumulated Other Comprehensive Income (LosSs)

Total Common Shareholder’s Equity

Preferred Stock - No Shares Outstanding
Authorized - 2,500,000 shares at $100 par value
Authorized - 7,000,000 shares at $25 par value

Total Shareholder’s Equity

Long-term Debt:
Nonaffiliated
Affiliated

Total Long-term Debt
TOTAL

CURRENT LIABILITIES

(in thousands)

Long-term Debt Due Within One Year - Nonaffiliated
Accounts Payable:
General
Affiliated Companies
Customer Deposits
Taxes Accrued
Interest Accrued
Risk Management Liabilities
Obligations Under Capital Leases
Other

TOTAL

DEFERRED CREDITS AND OTHER LIABILITIES

Deferred Income Taxes
Regulatory Liabilities:
Asset Removal Costs
Deferred Investment Tax Credits
Other
Employee Benefits and Pension Obligations
Long-term Risk Management Liabilities

41,02¢ $ 41,02
579,52 577,411
364,03 341,02
(65,107) (60,81¢)
919,48 898,65
919,48 898,65
851,75 851,62
100,00 100,00
951,75 951,62

1,871,24 1,850,27

36,00( 36,00(

51,67 63,60

54,92( 45,74

32,50 24,89
102,19 195,28«

16,61 16,32(

50,68: 42,17:

3,40: 3,85¢

25,45 24,33
373,44 452,20
446,65 464,541
106,85( 103,10«

26,61 27,93

22,10 -

37,81 62,77¢

62,53 32,73



Obligations Under Capital Leases 7,48¢ 8,66(

Asset Retirement Obligations 12,00¢ 11,58¢
Deferred Credits and Other 16,61: 16,07t
TOTAL 738,66t 727,41

Commitments and Contingencies (Note 5)

TOTAL CAPITALIZATION AND LIABILITIES $ 298335 $ 3,029,89

See Condensed Notes to Financial Satements of Registrant Subsidiaries.




COLUMBUS SOUTHERN POWER COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Six Months Ended June 30, 2005 and 2004

(Unaudited)
(in thousands)

OPERATING ACTIVITIES

Net Income
Adjustments to Reconcile Net Income to Net Cash Rigs
From Operating Activities:

Depreciation and Amortization

Deferred Income Taxes

Deferred Investment Tax Credits

Pension and Postemployment Benefit Reserves

Deferred Property Taxes

Mark-to-Market of Risk Management Contracts

Carrying Costs Income

Pension Contributions

Gain on Sale of Assets

Change in Other Noncurrent Assets

Change in Other Noncurrent Liabilities
Changes in Components of Working Capital:

Accounts Receivable, Net

Fuel, Materials and Supplies

Accounts Payable

Taxes Accrued

Customer Deposits

Interest Accrued

Other Current Assets

Other Current Liabilities

Net Cash Flows From Operating Activities

INVESTING ACTIVITIES

Construction Expenditures
Change in Other Cash Deposits, Net
Proceeds from Sale of Assets

Net Cash Flows Used For Investing Activities

FINANCING ACTIVITIES

Changes in Advances to/from Affiliates, Net
Dividends Paid on Common Stock
Issuance of Long-term Debt

Retirement of Long-term Debt

Net Cash Flows From (Used For) Financing Activities

Net Increase (Decrease) in Cash and Cash Equivalent

2005 2004
$ 82,11¢ $ 75,87¢
65,53 73,26
(1,599) 8,64.
(1,329 (1,479
257 (2,679
32,21( 30,76
(5,179) 1,611
(6,916) (231)
(25,229 (8)
(1,352) (1,786)
(19,416 (19,46/)
3,53¢ (80¢)
21,68 20,48:
1,657 (13,709
(2,180) (20,129
(93,089 (18,790
7,61¢ 6,74¢
29E 5
(6,656) 3,23(
661 (2,899
52,65 138,65!
(78,06 (66,699
33 18
3,66: 2,241
(74,36Y) (64,432
79,37¢ (55¢)
(57,000 (62,500
- 43,09

- (54,69Y)
22,37 (74,659
66¢ (434)



Cash and Cash Equivalents at Beginning of Period 25 3,371
Cash and Cash Equivalents at End of Period $ 694 $ 2,94:

SUPPLEMENTAL DISCLOSURE:

Cash paid (received) for interest net of capitaliaenounts was $27,390,000 and $25,131,000 andiformie taxe
was $78,019,000 and $(3,747,000) in 2005 and 2@3pectively. Noncash capital lease acquisitione\$343,00
and $162,000 in 2005 and 2004, respectively. Coastn Expenditures include the change in constroatlatec
Accounts Payable of $(577,000) and $44,000 in 20@52004, respectively.

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




COLUMBUS SOUTHERN POWER COMPANY AND SUBSIDIARIES
INDEX TO CONDENSED NOTES TO FINANCIAL STATEMENTS OF REGISTRANT SUBSIDIARIES

The condensed notes to CSP€obndensed consolidated financial statementsambioed with the condensed nc
to financial statements for other subsidiary regrsis. Listed below are the condensed notes thpdy &p CSPCo.

Footnote

Reference
Significant Accounting Matters Note 1
New Accounting Pronouncemer Note 2
Rate Matters Note 3
Customer Choice and Industry Restructuring Note 4
Commitments and Contingencies Note 5
Guarantees Note 6
Acquisitions, Dispositions and Assets Held for Sale Note 7
Benefit Plans Note 8
Business Segments Note 9
Income Taxes Note 10
Financing Activities Note 11

Company-wide Staffing and Budget Review Note 12




INDIANA MICHIGAN POWER COMPANY
AND SUBSIDIARIES




INDIANA MICHIGAN POWER COMPANY AND SUBSIDIARIES
MANAGEMENT 'S FINANCIAL DISCUSSION AND ANALYSIS

Results of Operations

Second Quarter of 2005 Compared to Second Qudri&0d

Reconciliation of Second Quarter of 2004 to Secor@uarter of 2005 Net Income

(in millions)
Second Quarter of 2004 Net Incom $ 27
Changes in Gross Margin:
Retail Margins 11
Transmission Revenu: (5)
Total Change in Gross Margin 6
Changes in Operating Expenses and Othe
Other Operation and Maintenar 4
Interest Charge 2
Total Change in Operating Expenses and Othe 6
Income Tax Expens (3)
Second Quarter of 2005 Net Incom $ 36

Net Income increased $9 million to $36 million letsecond quarter of 2005. The key drivers of ticeease were
$6 million increase in gross margin and a $4 milliecrease in Other Operation and Maintenance egpen

The major components of our increase in gross madgfined as revenues net of related fuel andhased powe
were as follows:

» Retail Margins increased $11 million primarily dizean increase in capacity settlement paymentsvet@nde
the Interconnection Agreement related to the irsgea an affiliate’s peak.

« Transmission Revenues decreased $5 million prigndrie to the loss of through and out rates, ne¢piacemer
SECA rates. See “FERC Order on Regional ThroughQuidRates’for additional discussion of these FERC
changes.

Operating Expenses and Other changed betweenasérfows:

« Other Operation and Maintenance expenses decr&dseillion primarily due to lower distribution maenance
expense reflecting the effect of 2004 storm damage.
« Interest Charges decreased $2 million primarily uewer long-term debt outstanding and lowerresé rates.

Income Tax

The effective tax rates for the second quartero®b2and 2004 were 34.8% and 36.7%, respectively.diifierence i
the effective income tax rate and the federal staguate of 35% is due to flotrough of book versus tax tempor
differences, permanent differences, amortizatiomeéstment tax credits and state income taxes.dEceease in ti



effective tax rate is primarily due to lower stated local income taxes.

Six Months Ended June 30, 2005 Compared to Six MoBnhded June 30, 2004

Reconciliation of Six Months Ended June 30, 2004 t8ix Months Ended June 30, 2005 Net Income

(in millions)
Six Months Ended June 30, 2004 Net Incon $ 70
Changes in Gross Margin:
Retail Margins 16
Transmission Revenu: (12
Off-system Sales and Other Reven 3
Total Change in Gross Margin 7
Changes in Operating Expenses and Othe
Other Operation and Maintenar 3
Taxes Other Than Income Ta» (2
Nonoperating Income and Expenses, 4)
Interest Charge 4
Total Change in Operating Expenses and Othe (5
Income Tax Expens 3
Six Months Ended June 30, 2005 Net Incon $ 75

Net Income increased $5 million to $75 million hretfirst six months of 2005. The key driver of therease was a ¢
million increase in gross margin.

The major components of our increase in gross madgfined as revenues net of related fuel andhaised powe
were as follows:

Retail Margins increased $16 million primarily dteea $21 million increase in capacity settlemengnpants
received under the Interconnection Agreement reélatethe increase in an affiliatepeak partially offset by ¢
increase in unrecovered fuel costs due to fuel oapar Indiana jurisdiction.

Transmission Revenues decreased $12 million prignaliie to the loss of through and out rates, ne
replacement SECA rates.

Operating Expenses and Other changed betweenasérfows:

Other Operation and Maintenance expenses incre®3enhillion primarily due to a $6 million increase
distribution maintenance mainly for January 20086rmet damage expenses and $4 million of accrual
employee severance costs partially offset by thiéesgent and cancellation of COLI policies in Fedoyu2005.
Taxes Other Than Income Taxes increased $2 mitlianarily due to a $1 million increase in propetdyes ani
a $1 million increase in payroll-related taxes.

Nonoperating Income and Expenses, Net declined Bdomreflecting lower margins on risk managem
transactions.

Interest Charges decreased $4 million primarily wuewer long-term debt outstanding and lowerresé rates.

Income Tax

The effective tax rates for the first six month2605 and 2004 were 33.9% and 37.3%, respectiValy.difference i



the effective income tax rate and the federal staguate of 35% is due to flothrough of book versus tax tempor
differences, permanent differences, amortizatiomeéstment tax credits and state income taxes.dEoeease in tl
effective tax rate is primarily due to lower statel local income taxes and changes in permandateatites includin
COLlI.

Financial Condition

Credit Ratings
The rating agencies currently have us on stableautCurrent ratings are as follows:

Moody’s S&P Fitch

Senior Unsecured Debt Baa2 BBB BBB

Cash Flow

Cash flows for the first six months of 2005 and 20@&re as follows:

2005 2004
(in thousands)

Cash and Cash Equivalents at Beginning of Period $ 46 $  3,89¢
Cash Flows From (Used For):

Operating Activities 67,04¢ 266,99:

Investing Activities (111,57) (84,409

Financing Activities 44,60F (183,319
Net Increase (Decrease) in Cash and Cash Equisi 73 (72€)
Cash and Cash Equivalents at End of Period $ 53¢ § 3,171

Operating Activities

Our Net Cash Flows From Operating Activities we6d $nillion for the first six months of 2005Ve produced N
Income of $75 million during the period includingontash expense items of $109 million for depremie
amortization and accretion. The other changes setasand liabilities represent items that had aeatiperiod cas
flow impact, such as changes in working capitakvelt as items that represent future rights orgdiions to receive
pay cash, such as regulatory assets and liahilifi®s current period activity in these asset aability accounts relat
to a number of items; the most significant weretgbations of $31 million to our pension trust, $88llion of federa
income tax payments, partially offset by a net g¢jgaim accounts receivable and payable of $15 mill@ur affiliate:
paid receivables related to emission allowancemduhe first half of 2005.

Our Net Cash Flows From Operating Activities weg&® million in 2004. We produced Net Income of $iillion
during the period and noncash expense items of &iilion for depreciation, amortization and acoveti The othe
changes in assets and liabilities represent itliisniad a cash flow impact, such as changes inimgdapital, as we
as items that represent future rights or obligatit;mreceive or pay cash, such as regulatory aaedtéiabilities. Th
activity in working capital relates to a numberteins; the most significant relates to Taxes Acdrizuring 2004, w
did not make any federal income tax payments for2004 federal income tax liability since the AEBnSolidated ta
group was not required to make any 2004 quartestiynated federal income tax payments.

Investing Activities

Net Cash Flows Used For Investing Activities durid@05 were $112 million due to Construction Expauneis



Construction Expenditures were primarily for nuclganeration, transmission and distribution assetspgrade ¢
replace equipment and improve reliability. For thenainder of 2005, we expect our construction edjteres to b
approximately $200 million.

Our Net Cash Flows Used For Investing Activitiegev$84 million in 2004 for Construction Expenditsire
Financing Activities

During the first six months of 2005, we used caéi$&l million to retire preferred stock and $42 lroit to pay
common dividends. These activities and our ConstmdExpenditures were supported by additional d®eing fromr
the Utility Money Pool of $148 million. There wer® longterm debt issuances or retirements during the $in
months of 2005.

Our Net Cash Flows Used For Financing Activitiesev@183 million in 2004. We used cash from operetito repa
short-term debt, retire long-term debt and pay comutividends.

Liquidity

We have solid investment grade ratings, which wHesired provide us ready access to capital marketsder tc
issue new debt, refinance short-term debt or retieaongterm debt maturities. In addition, we participatetie
Utility Money Pool, which provides access to AERiidity.

Off-Balance Sheet Arrangements

Under a limited set of circumstances we enter aftdbalance sheet arrangements to accelerate cashbtiowite reduc
operational expenses and spread risk of loss td garties. Our current policy restricts the useofffbalance she
financing entities or structures to traditional @img lease arrangements and sales of customeumtscreceivab
that are entered in the normal course of busir@sas.off-balance sheet arrangements have not changed samti§
since year-end. For complete information on owhbaffance sheet arrangements see “Off-balance 8hegtgements”
in “Management’s Financial Discussion and Analysisttion of our 2004 Annual Report.

Summary Obligation Information

A summary of our contractual obligations is incldda our 2004 Annual Report and has not changewifgigntly
from year-end other than the $61 million retiremefinpreferred stock.

Significant Factors

I&M Indiana Settlement Agreemen

In 2004, the IURC ordered the continuation of thxed fuel adjustment charge on an interim basisubh Marcl
2005, pending the outcome of negotiatiddertain of the parties to the negotiations reachsdttlement and signed
agreement on March 10, 2005 and filed the agreeméhtthe IURC on March 14, 2005. The IURC approvie
agreement on June 1, 2005.

The approved settlement caps fuel rates for theMao04 through June 2007 billing months at aneiasing rate th
includes 8.609 mills per KWH reflected in base safEhe settlement provides that the total cappetirates will b
9.88 mills per KWH from January 2005 through Decem®005, 10.26 mills per KWH from January 2006 tigk
December 2006, and 10.63 mills per KWH from Jan2&§7 through June 2007. Pursuant to a separat€ lafger
we began billing the 9.88 mills per KWH total fuate on an interim basis effective with the ApfI03 billing month
In accordance with the agreement, the October 2B65ugh March 2006 factor will be adjusted for tihelaye(
implementation of the 2005 factor.



The settlement agreement also covers certain eatrite Cook Plant. The settlement provides thaiifoutage ¢
greater than 60 days occurs at Cook Plant, theveegof actual monthly fuel costs will be in effdor the outag
period beyond 60 days, capped by the average ABR®ByPool Primary Energy Rate (Primary Energy R#te)ratic
of the sum of fuel and one half maintenance expgems®irred by the pool members to the total kildvaaiurs of ne
generation, excluding us, as defined by the AEReéBys$nterconnection Agreement and adjusted forekesk a secor
outage greater than 60 days occurs, actual mofiklycosts capped at the Primary Energy Rate wbaldecovere
through June 2007. Over the term of the settleméndtal actual fuel costs (except during a Cod&nP outage ¢
greater than 60 days) are under the cap pricesexbess will be credited to customers over the mext fue
adjustment clause filings. Under the settlemergl éosts in excess of the cap price cannot be ezedv If Cook Plai
operates at a capacity factor greater than 87%gltine fuel cap period, we will receive credit 8% of the savinc
produced by that performance.

The settlement agreement also caps base rateslénonary 1, 2005 to June 30, 2007 at the ratedentefs of Janua
1, 2005. During this cap period, I&M may not implemt a general increase in base rates or implemedéaor cos
deferral not established in the settlement agreemaass the IURC determines that a significanhgleain condition
beyond our control occurs or a material impact&M loccurs as a result of federal, state or locgutation or statut
that mandates reliability standards related tostrasasion or distribution costs.

Our cumulative under recovery for March 2004 thitougine 2005 recorded as fuel expense is $7 milllbfuture
fuel cost per KWH through June 30, 2007 continuextteed the caps, or if the base rate cap precuslFem seekin
timely rate increases to recover increases inass of service through June 30, 2007, our futusellte of operatior
and cash flows would be adversely affected.

See the “Combined Management’s Discussion and Armsabf Registrant Subsidiarieséction additional discussion
factors relevant to us.

Critical Accounting Estimates

See “Critical Accounting Estimates” section of “Cloimed Managemenrd’ Discussion and Analysis of Regist
Subsidiaries”in the 2004 Annual Report for a discussion of tlséngates and judgments required for regule
accounting, revenue recognition, the valuatioroofjHived assets, the accounting for pension and gibstretiremet
benefits and the impact of new accounting pronoonecgs.




QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT RISK ~ MANAGEMENT ACTIVITIES

Market Risks

Our risk management policies and procedures antgutesl and administered at the AEP ConsolidatelleSe:
complete discussion within AEP’s “Quantitative aQdialitative Disclosures About Risk Management Atgg”
section. The following tables provide informatidmoat AEP’s risk management activities’ effect on us

MTM Risk Management Contract Net Assets

This table provides detail on changes in our MTMasset or liability balance sheet position frone period to the
next.

MTM Risk Management Contract Net Assets
Six Months Ended June 30, 2005
(in thousands)

Total MTM Risk Management Contract Net Assets at Deember 31, 2004 $ 34,57:
(Gain) Loss from Contracts Realized/Settled DuthegyPeriod (a) 62
Fair Value of New Contracts When Entered DuringRleeiod (b) -
Net Option Premiums Paid/(Received) (221)
Change in Fair Value Due to Valuation Methodolodwa@ges -
Changes in Fair Value of Risk Management Contra@bts 263
Changes in Fair Value of Risk Management Contratiteated to Regulated Jurisdictions (e) 1,067
Total MTM Risk Management Contract Net Assets 35,74«
Net Cash Flovand Fair Value Hedge Contracts (f) (5,740
DETM Assignment (g) (10,839
Total MTM Risk Management Contract Net Assets at Jne 30, 2005 $ 19,16

(@) “(Gain) Loss from Contracts Realized/Settlegribg the Period’'includes realized risk management conti
and related derivatives that settled during 200Brertwe entered into the contract prior to 2005.

(b) “Fair Value of New Contracts When Entered IDgrihe Period” represents the fair value at inceptf long-
term contracts entered into with customers duri@@52 Most of the fair value comes from longer tedmed
price contracts with customers that seek to lifdirt risk against fluctuating energy prices. Ineaptvalue i
only recorded if observable market data can beimddafor valuation inputs for the entire contragtn. The
contract prices are valued against market curnvescasted with the delivery location and delivermyme

(c) “Net Option Premiums Paid/(Receivedgflects the net option premiums paid/(received)tteesy relate t
unexercised and unexpired option contracts tha¢ wetered in 2005.

(d) “Changes in Fair Value of Risk Management Caxts”represents the fair value change in the risk manag
portfolio due to market fluctuations during the reut period. Market fluctuations are attributabdevariou:
factors such as supply/demand, weather, etc.

(e) “Changes in Fair Value of Risk Management @i Allocated to Regulated Jurisdictionsfates to the n
gains (losses) of those contracts that are noeateftl in the Condensed Consolidated Statementscofrie
These net gains (losses) are recorded as regukadseys/liabilitie$or those subsidiaries that operate in regu
jurisdictions.

() “Net Cash Flow and Fair Value Hedge Contrac{pietax) are discussed below in Accumulated (
Comprehensive Income (LosS).

(g) See “Natural Gas Contracts with DETM” sectioiMNote 17 of the 2004 Annual Report.



Reconciliation of MTM Risk Management Contracts to
Condensed Consolidated Balance Sheets
As of June 30, 2005
(in thousands)

MTM Risk
Managemen DETM
Contracts Assignment
(@) Hedges (b) Total (c)

Current Assets $ 52,47: $ 197 $ - $ 52,67(
Noncurrent Asset 94,06¢ 57 - 94,12¢
Total MTM Derivative Contract Assets 146,54 254 - 146,79¢
Current Liabilities (48,299 (5,379 (3,64¢) (57,31)
Noncurrent Liabilities (62,505 (61€) (7,199 (70,319
Total MTM Derivative Contract Liabilities (110,79)) (5,999 (10,839 (127,63)
Total MTM Derivative Contract Net Assets
(Liabilities) $ 3574 $ (5,740 $ (10,839 $ 19,16¢

(@) Does not include Cash Flow and Fair Value Hedges.

(b) See “Natural Gas Contracts with DETM” section int&&7 of the 2004 Annual Report.

(c) Represents amount of total MTM derivative contraetsorded within Risk Management Assets, Long-tern
Risk Management Assets, Risk Management Liabiliied Long-term Risk Management Liabilities on our
Condensed Consolidated Balance Sheets.

Maturity and Source of Fair Value of MTM Risk Management Contract Net Assets

The table presenting maturity and source of faluwaof MTM risk management contract net assets ige®vtwc
fundamental pieces of information:

» The source of fair value used in determining theyag amount of our total MTM asset or liabilitgxternal
sources or modeled internally).

« The maturity, by year, of our net assets/liab#itigiving an indication of when these MTM amounth settle
and generate cash.

Maturity and Source of Fair Value of MTM
Risk Management Contract Net Assets
Fair Value of Contracts as of June 30, 2005
(in thousands)

Remainder After
of 2005 2006 2007 2008 2009 2009 (c) Total (d)

Prices Actively Quoted - Exchangeade(

Contracts $ (6,039% (49% 4,78:$ -9 -$ -$ (1,299
Prices Provided by Other Exterr&burce:
-0TC

Broker Quotes (a) 13,06¢ 18,92¢  6,44F  6,71¢ - - 45,15¢

Prices Based on Models and Other
Valuation



Methods (b) (6,707) (9,820) (2,787) 90z 5,708 4,59 (8,117
Total $ 32€$ 9,057$ 844:$ 7,621$% 5,70:$ 4,59($ 35,74«

(@ “Prices Provided by Other External SourcesTCroker Quotes” reflects information obtainednfr@ver-
the-counter brokers, industry services, or multjpdety on-line platforms.

(b) “Prices Based on Models and Other Valuatiorthdds” is in absence of pricing information fromtemal
sources. Modeled information is derived using viauamodels developed by the reporting entity,aetihg
when appropriate, option pricing theory, discountedh flow concepts, valuation adjustments, etd.rany
require projection of prices for underlying comntal beyond the period that prices are availalefthird-
party sources. In addition, where external pridimfgrmation or market liquidity are limited, suclaluations
are classified as modeled. The determination opthiet at which a market is no longer liquid foaghg it in
the modeled category varies by market.

(c) There is mark-to-market value in excess opé&frent of our total mark-to-market value in indival periods
beyond 2009. $4.9 million of this mark-to-marketuais in 2010.

(d)  Amounts exclude Cash Flow and Fair Value Hedge

Cash Flow Hedges Included in Accumulated Other Commehensive Income (Loss) (AOCI) on the Condens
Consolidated Balance Sheets

We are exposed to market fluctuations in energyroodity prices impacting our power operations. Wenitow thes
risks on our future operations and may employ wericommodity instruments and cash flow hedges tmaté the
impact of these fluctuations on the future castvélérom assets. We do not hedge all commodity prste

We employ the use of interest rate forward and swapsactions in order to manage interest rate ®xgool
anticipated borrowings of fixed-rate debt. We domedge all interest rate exposure.

The table provides detail on designated, effeataeh flow hedges included in the Condensed CoradetidBalanc
Sheets. The data in the table indicates the madmidéi cash flow hedges we have in place. Only ectdrdesignate
as cash flow hedges are recorded in AOCI; therefrenomic hedge contracts which are not desigregezffectiv
cash flow hedges are marked-to-market and arededlin the previous risk management tables.

Total Accumulated Other Comprehensive Income (LossActivity
Six Months Ended June 30, 2005
(in thousands)

Interest
Power Rate Total
Beginning Balance December 31, 2004 $ 155¢ % (563H)3% (4,07¢
Changes in Fair Value (a) (2,28%) (18¢€) (2,477)
Reclassifications from AOCI to Net Income (b) (2,506 28E (2,227
Ending Balance June 30, 2005 $ (3,23)% (553H% (8,769

(@) “Changes in Fair Value” shows changes in #ievialue of derivatives designated as cash flodgks during
the reporting period that are not yet settled aeJ20, 2005. Amounts are reported net of relatednre taxes.

(b) “Reclassifications from AOCI to Net Income”presents gains or losses from derivatives usededgitg
instruments in cash flow hedges that were reclassihto net income during the reporting period. &Amts
are reported net of related income taxes.

The portion of cash flow hedges in AOCI expectedeoreclassified to earnings during the next twehanths is
$3,558 thousand loss.



Credit Risk
Our counterparty credit quality and exposure isegalty consistent with that of AEP.
VaR Associated with Risk Management Contracts

The following table shows the end, high, averagd,law market risk as measured by VaR for the gkindicated:

Six Months Ended Twelve Months Ended
June 30, 2005 December 31, 2004
(in thousands) (in thousands)
End High Average Low End High Average Low
$665 $796 $388 $228 $371 $1,211 $522 $178

VaR Associated with Debt Outstanding

The risk of potential loss in fair value attribul@lto our exposure to interest rates, primarihated to longerm dek
with fixed interest rates, was $44 million and $8Blion at June 30, 2005 and December 31, 2004gews/ely. We
would not expect to liquidate our entire portfaloa oneyear holding period. Therefore, a near term chamgaeres
rates should not negatively affect our resultspdration or consolidated financial position.




INDIANA MICHIGAN POWER COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
For the Three and Six Months Ended June 30, 2005 dr2004
(Unaudited)
(in thousands)

Three Months Ended Six Months Ended
2005 2004 2005 2004

OPERATING REVENUES
Electric Generation, Transmission and Distribu $ 357,50 $ 340,76t $ 719,09. $ 694,58¢
Sales to AEP Affiliates 79,85¢ 65,02t 160,40¢ 122,671

TOTAL 437,35¢ 405,79 879,50: 817,25¢

OPERATING EXPENSES

Fuel for Electric Generation 78,34 65,58 156,16¢ 129,62:
Purchased Electricity for Resale 12,73( 6,191 24,00: 12,55¢
Purchased Electricity from AEP Affiliates 71,98¢ 65,66¢ 145,99: 128,79:
Other Operation 100,02¢ 106,11¢ 191,00: 206,96t
Maintenance 48,36¢ 46,27¢ 102,68¢ 84,31¢
Depreciation and Amortization 42,22¢ 42,69¢ 84,96¢ 85,41
Taxes Other Than Income Taxes 15,11( 15,47 32,61, 30,68¢
Income Taxes 18,32¢ 14,79¢ 38,26( 39,09]
TOTAL 387,10¢ 362,79t 775,69 717,45(
OPERATING INCOME 50,25( 42,99¢ 103,80 99,80¢
Nonoperating Incom 21,70¢ 19,86¢ 39,20¢ 40,454
Nonoperating Expenst 19,23¢ 17,17¢ 35,25! 32,02
Nonoperating Income Tax Exper 65C 87¢ 415 2,491
Interest Charges 16,47¢ 17,77 32,08¢ 35,70¢
NET INCOME 35,59 27,03( 75,26: 70,03¢

Preferred Stock Dividend Requirements includi
Capital Stock
Expense 107 11¢ 22¢ 237

EARNINGS APPLICABLE TO COMMON
STOCK $ 35,48t $ 26,91. $ 75,037 $ 69,80

The common stock of & M is wholly-owned by AEP.

See Condensed Notes to Financial Satements of Registrant Subsidiaries.




INDIANA MICHIGAN POWER COMPANY AND SUBSIDIARIES

CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN COM MON SHAREHOLDER’S
EQUITY AND COMPREHENSIVE INCOME (LOSS)
For the Six Months Ended June 30, 2005 and 2004

DECEMBER 31, 2003

Common Stock Dividends
Preferred Stock Dividends
Capital Stock Expense

TOTAL

COMPREHENSIVE INCOME

Other Comprehensive Loss, Net of Taxes:
Cash Flow Hedges, Net of Tax of $1,603
NET INCOME

TOTAL COMPREHENSIVE INCOME
JUNE 30, 2004

DECEMBER 31, 2004

Common Stock Dividends
Preferred Stock Dividends
Capital Stock Expense and Other

TOTAL

COMPREHENSIVE INCOME

Other Comprehensive Loss, Net of Taxes:
Cash Flow Hedges, Net of Tax of $2,527
NET INCOME

TOTAL COMPREHENSIVE INCOME

JUNE 30, 2005

(Unaudited)

(in thousands)

Accumulated

Common Paid-in
Stock Capital

Other
Retained Comprehensive
Earnings Income (Loss) Total

$ b56,58:$ 858,69:$ 187,87'$
(59,29

(16¢)
67 (67)

70,03¢

(25,100$1,078,04

(59,299
(16¢)

1,018,58'

(2,979 (2,979
70,03
67,06(

$ 56,58:$ 858,76:$ 198,38 $

(28,084%$1,085,64!

$ 56,58:$ 858,83'$ 221,33($
(42,000)

(16¢)
2,45¢ (56)

75,26

(45,257$1,091,49:

(42,000
(16€)
2,39¢
1,051,72

(4,697 (4,699
75,26:
70,57(

$ 56,58:$% 861,29($ 254,36" $

(49,949$1,122,29;

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




INDIANA MICHIGAN POWER COMPANY AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS

June 30, 2005 and December 31, 2004

(Unaudited)
(in thousands)

ELECTRIC UTILITY PLANT

Production

Transmission

Distribution

General (including nuclear fuel)
Construction Work in Progress

Total

Accumulated Depreciation and Amortization

TOTAL - NET

OTHER PROPERTY AND INVESTMENTS

Nuclear Decommissioning and Spent Nuclear Fuel ®apTrust Fund
Nonutility Property, Ne
Other Investments

TOTAL

CURRENT ASSETS

Cash and Cash Equivalents
Other Cash Deposits
Advances to Affiliates
Accounts Receivable:
Customers
Affiliated Companies
Miscellaneous
Allowance for Uncollectible Accounts
Fuel
Materials and Supplies
Risk Management Assets
Margin Deposits
Prepayments and Other
TOTAL

DEFERRED DEBITS AND OTHER ASSETS

Regulatory Assets:
SFAS 109 Regulatory Asset, Net
Incremental Nuclear Refueling Outage Expenses, Net
Unamortized Loss on Reacquired Debt
DOE Decontamination Fund
Other

2005 2004
3,133,71. $ 3,122,88:
1,012,81 1,009,55,
1,012,92! 990,82
273,26 275,62.
215,35« 163,51!
5,648,07. 5,562,39
2,663,17. 2,603,47!
2,984,90! 2,958,901
1,095,16! 1,053,43'
49,37¢ 50,44
13,24 21,84¢
1,157,78 1,125,72
53¢ 46F
- 46
- 5,00:
61,96 62,60
100,32 124,13«
3,55 4,33¢
(15) (187)
25,66 27,218
104,33 103,34
52,67( 52,14
7,56¢ 5,40(
15,42 10,54
372,04 395, 14(
136,46 147,16
45,00: 44.24:
22,71: 21,03
11,64( 14,21
48,44( 31,01



Long-term Risk Management Assets 94,12¢ 52,25¢

Emission Allowances 31,30: 27,09:¢
Deferred Property Taxes 22,00¢ 22,37
Deferred Charges and Other Assets 16,81¢ 28,95¢
TOTAL 428,51« 388,35t
TOTAL ASSETS $ 494323 $ 4,868,14.

See Condensed Notes to Financial Satements of Registrant Subsidiaries.




INDIANA MICHIGAN POWER COMPANY AND SUBSIDIARIES

CONDENSED CONSOLIDATED BALANCE SHEETS

CAPITALIZATION AND LIABILITIES
June 30, 2005 and December 31, 2004
(Unaudited)

CAPITALIZATION

Common Shareholder’s Equity:
Common Stock - No Par Value:
Authorized - 2,500,000 Shares
Outstanding - 1,400,000 Shares
Paid-in Capital
Retained Earnings
Accumulated Other Comprehensive Income (LosSs)

Total Common Shareholder’s Equity
Cumulative Preferred Stock Not Subject to Mandaiegemption

Total Shareholders’ Equity
Long-term Debt

TOTAL

CURRENT LIABILITIES

Cumulative Preferred Stock Due Within One Year
Advances from Affiliates
Accounts Payable:

General

Affiliated Companies
Customer Deposits
Taxes Accrued
Interest Accrued
Risk Management Liabilities
Obligations Under Capital Leases
Other

TOTAL

DEFERRED CREDITS AND OTHER LIABILITIES

Deferred Income Taxes
Regulatory Liabilities:
Asset Removal Costs
Deferred Investment Tax Credits
Excess ARO for Nuclear Decommissioning
Unrealized Gain on Forward Commitments
Other
Deferred Gain on Sale and Leaseback - Rockport Plai 2
Long-term Risk Management Liabilities
Obligations Under Capital Leases
Asset Retirement Obligations

2005

2004

(in thousands)

$ 56,58 $ 56,58
861,29 858,83
254,36 221,33
(49,947 (45,25))

1,122,29 1,091,409
8,08¢ 8,08¢
1,130,38; 1,099,58
1,315,92 1,312,84;
2,446,30" 2,412,42!
- 61,44

143,12 -
83,10¢ 91,47:
45,99¢ 51,06¢
35,07¢ 29,36¢
54,26 123,15
13,15: 12,46¢
57,31 47,17
6,00¢ 6,12¢
57,06 70,23;
495,11¢ 492,50¢
306,02 315,73
287,28 280,05:
79,13 82,80:
259,10: 245,17
45,61 35,53
33,09° 33,69
64,61¢ 66,47
70,31 36,81
38,54 44,60
735,40: 711,76



Employee Benefits and Pension Obligations 43,69« 70,02]
Deferred Credits and Other 38,98¢ 40,527

TOTAL 2,001,811 1,963,20:

Commitments and Contingencies (Note 5)

TOTAL CAPITALIZATION AND LIABILITIES $ 494323 $ 4,868,14.

See Condensed Notes to Financial Satements of Registrant Subsidiaries.




INDIANA MICHIGAN POWER COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS

For the Six Months Ended June 30, 2005 and 2004
(Unaudited)
(in thousands)

OPERATING ACTIVITIES

Net Income
Adjustments to Reconcile Net Income to Net Cash Rigs
From Operating Activities:

Depreciation and Amortization

Accretion Expense

Amortization, net of Deferrals of Incremental Nwaie

Refueling Outage Expenses

Deferred Income Taxes

Deferred Investment Tax Credits

Pension Contributions

Mark-to-Market of Risk Management Contracts

Change in Other Noncurrent Assets

Change in Other Noncurrent Liabilities
Changes in Components of Working Capital:

Accounts Receivable, Net

Fuel, Materials and Supplies

Accounts Payable

Taxes Accrued

Customer Deposits

Other Current Assets

Other Current Liabilities

Net Cash Flows From Operating Activities

INVESTING ACTIVITIES

Construction Expenditures
Change in Other Cash Deposits, Net
Proceeds from Sale of Assets

Net Cash Flows Used For Investing Activities

FINANCING ACTIVITIES

Retirement of Cumulative Preferred Stock
Retirement of Long-term Debt

Changes in Advances to/from Affiliates, Net
Dividends Paid on Common Stock

Dividends Paid on Cumulative Preferred Stock

Net Cash Flows From (Used For) Financing Activities

Net Increase (Decrease) in Cash and Cash Equivalent
Cash and Cash Equivalents at Beginning of Period

2005 2004

$ 75,26 $ 70,03¢
84,96 85,41
23,63: 19,56
(75¢€) 26,00
3,47¢ (524)
(3,669 (3,669
(30,70) (972)
(5,599) 1,461
(24€) (1,939
(11,94) 49(
25,05¢ 42,68:
561 (9,469)
(10,16) (22,740
(68,896 44,32:
5,71¢ 8,911
(7,056) 5,547
(12,599) 1,861
67,04¢ 266,99
(121,09:) (84,369
46 (40)
9,46¢ -
(111,579 (84,409
(61,445 (2,000)
- (55,000
148,21 (66,85
(42,000 (59,299
(169) (16¢<)
44.,60¢ (183,319
73 (72)

46 3,89¢




Cash and Cash Equivalents at End of Period $ 53¢ $ 3,171

SUPPLEMENTAL DISCLOSURE:

Cash paid for interest net of capitalized amounts 29,427,000 and $34,825,000 and for income taes
$106,891,000 and $189,000 in 2005 and 2004, rasphctNoncash acquisitions under capital leasesev§652,00
and $1,165,000 in 2005 and 2004, respectively. thactson Expenditures include the change in comsivn-relatec
Accounts Payable of $(3,272,000) and $(9,365,00@D0D5 and 2004, respectively.

See Condensed Notes to Financial Satements of Registrant Subsidiaries.




INDIANA MICHIGAN POWER COMPANY AND SUBSIDIARIES
INDEX TO CONDENSED NOTES TO FINANCIAL STATEMENTS OF REGISTRANT SUBSIDIARIES

The condensed notes to I&Bstondensed consolidated financial statementsambioed with the condensed note
financial statements for other subsidiary regisganisted below are the condensed notes that app&M.

Footnote

Reference
Significant Accounting Matters Note 1
New Accounting Pronouncemer Note 2
Rate Matters Note 3
Commitments and Contingencies Note 5
Guarantees Note 6
Benefit Plans Note 8
Business Segments Note 9
Financing Activities Note 11

Company-wide Staffing and Budget Review Note 12




KENTUCKY POWER COMPANY




KENTUCKY POWER COMPANY
MANAGEMENT 'S NARRATIVE FINANCIAL DISCUSSION AND ANALYSIS

Results of Operations

Second Quarter of 2005 Compared to Second Qudri&0d

Reconciliation of Second Quarter of 2004 to Secor@uarter of 2005 Net Income
(in millions)

Second Quarter of 2004 Net Incom $ 4

Changes in Gross Margin:

Retail Margins (7)
Off-system Sale 3
Transmission Revenu: (1)
Other Revenue 2

Total Change in Gross Marg (3)
Total Change in Operating Expenses and C -

Income Tax Expens 1

Second Quarter of 2005 Net Incom $ 2

Net Income decreased by $2 million to $2 milliorthie second quarter of 2005 in comparison to tberskquarter ¢
2004. The key driver of the decrease was a $3anilliecrease in gross margin partially offset by anfilion decreas
in Income Tax Expense.

The major components of our change in gross madgfined as revenues net of related fuel and psezh@owel
were as follows:

» Retail Margins decreased by $7 million in compariso 2004 primarily due to a $5 million increasecapacity
settlement payments under the Interconnection Ages¢ resulting from our higher MLR share causedtts
increase in our peak demand established in Jara0&xy.

» Margins from Offsystem Sales for 2005 increased by $3 million imgarison to 2004 primarily due to higl
physical sales as well as higher optimization @gtiv

» Transmission Revenues decreased $1 million prigndtik to the elimination of revenues related toulgh anc
out rates, net of replacement SECA rates. See “FERdzr on Regional Through and Out Ratesltitiona
discussion of these FERC rate changes.

« Other Revenues increased $2 million primarily dua gain on sales of emission allowances.

Income Taxes

The effective tax rates for the second quartero®b2and 2004 were 15.1% and 21.7%, respectively.diifierence i
the effective income tax rate and the federal staguate of 35% is due to flotrough of book versus tax tempor



differences, amortization of investment tax creditel state income taxes. The decrease in the igffeietx rate i
primarily due to lower pretax income.

Six Months Ended June 30, 2005 Compared to Six MoBnhded June 30, 2004

Reconciliation of Six Months Ended June 30, 2004 8ix Months Ended June 30, 2005 Net Income

(in millions)
Six Months Ended June 30, 2004 Net Inconr $ 16
Changes in Gross Margin:
Retail Margins (12)
Off-system Sale 7
Transmission Revenu: (3)
Total Change in Gross Margin @)

Total Change in Operating Expenses and C -

Income Tax Expens 3
Six Months Ended June 30, 2005 Net Incon $ 12

Net Income decreased by $4 million to $12 millionthe six months ended June 30, 2005 in compatisdhe si
months ended June 30, 2004. The key driver of doeedise was a $7 million decrease in gross maggtrajty offset
by a $3 million decrease in Income Tax Expense.

The major components of our change in gross madgfined as revenues net of related fuel and psezhaowel
were as follows:

» Retail Margins decreased by $11 million in compariso 2004 primarily due to a $9 million increasecapacit
settlement payments under the Interconnection Agesa¢ resulting from our higher MLR share causedtts
increase in our peak demand established in botlerleer 2004 and January 2005.

« Margins from Offsystem Sales for 2005 increased by $7 million imgarison to 2004 primarily due to higl
physical sales as well as higher optimization agtiv

« Transmission Revenues decreased $3 million prigndrke to the elimination of revenues related toulgh anc
out rates, net of replacement SECA rates.

Income Taxes

The effective tax rates for the six months endew 2005 and 2004 were 26.7% and 32.2%, respectiViagy
difference in the effective income tax rate andfdderal statutory rate of 35% is due to flow-tigbwf book versus
tax temporary differences, amortization of invegiirtax credits and state income taxes.

Financial Condition

Credit Ratings
The rating agencies currently have us on stableautCurrent ratings are as follows:

Moody’s S&P Fitch

Senior Unsecured Debt Baa?2 BBB BBB



Financing Activity
Long-term debt issuances and retirements durindjrstesix months of 2005 were:
Issuances
None

Retirements

Principal Interest Due
Type of Debt Amount Rate Date
(in thousands) (%)
Notes Payab-Affiliated $20,000 6.501 2006

Liquidity

We have solid investment grade ratings, which whesired provide us ready access to capital marketsder tc
issue new debt, refinance short-term debt or retieaongterm debt maturities. In addition, we participatetie
Utility Money Pool, which provides access to AERiidity.

Summary Obligation Information

A summary of our contractual obligations is incldda our 2004 Annual Report and has not changewifgigntly
from year-end other than the $20 million retiremeinilotes Payable-Affiliated.

Significant Factors

See the “Combined Management’s Discussion and Arslpf Registrant Subsidiariessection for addition:
discussion of factors relevant to us.

Critical Accounting Estimates

See “Critical Accounting Estimates” section of “Cloimed Managemenrd’ Discussion and Analysis of Regist
Subsidiaries”in the 2004 Annual Report for a discussion of tlséngates and judgments required for regule
accounting, revenue recognition, the valuatioroofjHived assets, the accounting for pension and gibstretiremet
benefits and the impact of new accounting pronoonecgs.




QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT RISK ~ MANAGEMENT ACTIVITIES

Market Risks

Our risk management policies and procedures antgutesl and administered at the AEP ConsolidatelleSe:
complete discussion within AEP’s “Quantitative aQdialitative Disclosures About Risk Management Atgg”
section. The following tables provide informatidmoat AEP’s risk management activities’ effect on us

MTM Risk Management Contract Net Assets

This table provides detail on changes in our MTMasset or liability balance sheet position frone period to the
next.

MTM Risk Management Contract Net Assets
Six Months Ended June 30, 2005
(in thousands)

Total MTM Risk Management Contract Net Assets at Deember 31, 2004 $ 12,69:
(Gain) Loss from Contracts Realized/Settled DuthegyPeriod (a) (26)
Fair Value of New Contracts When Entered DuringRleeiod (b) -
Net Option Premiums Paid/(Received) (67)
Change in Fair Value Due to Valuation Methodolodwa@ges -
Changes in Fair Value of Risk Management Contra@bts 487
Changes in Fair Value of Risk Management Contralitzated to Regulated Jurisdictions (e) 1,87¢
Total MTM Risk Management Contract Net Assets 14,96(
Net Cash Flovand Fair Value Hedge Contracts (f) (2,120)
DETM Assignment (g) (4,509
Total MTM Risk Management Contract Net Assets at Jane 30, 2005 $ 8331

(@ “(Gain) Loss from Contracts Realized/Settlegribg the Period’'includes realized risk management conti
and related derivatives that settled during 200Brevtwe entered into the contract prior to 2005.

(b) “Fair Value of New Contracts When Entered Dgrihe Period” represents the fair value at inceptf long-
term contracts entered into with customers duri@@52 Most of the fair value comes from longer tdixed
price contracts with customers that seek to lifdirt risk against fluctuating energy prices. Inaaptvalue i
only recorded if observable market data can beimddafor valuation inputs for the entire contragtn. The
contract prices are valued against market curvescasted with the delivery location and delivemye

(c) “Net Option Premiums Paid/(Receivedgflects the net option premiums paid/(received)tteesy relate t
unexercised and unexpired option contracts tha¢ wetered in 2005.

(d) “Changes in Fair Value of Risk Management Caxts”represents the fair value change in the risk managi
portfolio due to market fluctuations during the reut period. Market fluctuations are attributabdevariou:
factors such as supply/demand, weather, storage, et

(e) “Changes in Fair Value of Risk Management @it Allocated to Regulated Jurisdictionslates to the n
gains (losses) of those contracts that are natateftl in the Condensed Statements of Income. Tietsgain
(losses) are recorded as regulatory assets/liabifibr those subsidiaries that operate in regdlptesdictions.

() “Net Cash Flow and Fair Value Hedge Contrac{pfetax) are discussed below in Accumulated (
Comprehensive Income (LosS).

(g) See “Natural Gas Contracts with DETM” sectiomMNote 17 of the 2004 Annual Report.

Reconciliation of MTM Risk Management Contracts to



Condensed Balance Sheets
As of June 30, 2005
(in thousands)

MTM Risk DETM

Management Assignment

Contracts (a) Hedges (b) Total (c)
Current Assets $ 21,76¢ $ 211 % - $ 21,98(
Noncurrent Asset 39,10¢ 24 - 39,12¢
Total MTM Derivative Contract Assets 60,87+ 23E - 61,10¢
Current Liabilities (20,035 (2,010 (1,519 (23,567)
Noncurrent Liabilities (25,879 (345) (2,992 (29,216
Total MTM Derivative Contract Liabilities (45,914 (2,35¢) (4,509 (52,77%)
Total MTM Derivative Contract Net Assets
(Liabilities) $ 14,96( $ (2,120 $ (4,509 $ 8,331

(@) Does not include Cash Flow and Fair Value Hsdg

(b) See “Natural Gas Contracts with DETM” sectiomNote 17 of the 2004 Annual Report.

(c) Represents amount of total MTM derivative cacts recorded within Risk Management Assets, Lieng:
Risk Management Assets, Risk Management Liabilidied Long-term Risk Management Liabilities on our
Condensed Balance Sheets.

Maturity and Source of Fair Value of MTM Risk Management Contract Net Assets

The table presenting maturity and source of faluwaof MTM risk management contract net assets ige®vtwc
fundamental pieces of information:

» The source of fair value used in determining theyag amount of our total MTM asset or liabilitgxternal
sources or modeled internally).

« The maturity, by year, of our net assets/liab#itigiving an indication of when these MTM amounth settle
and generate cash.

Maturity and Source of Fair Value of MTM
Risk Management Contract Net Assets
Fair Value of Contracts as of June 30, 2005
(in thousands)

Remainder After
of 2005 2006 2007 2008 2009 2009 (c) Total (d)

Prices Actively Quoted - Exchangeade(
Contracts $ (2,510% (200$ 1,99 $ -$ -$ -$ (540
Prices Provided by Other Exterr&burce:
-0TC

Broker Quotes (a) 5,44 7,832 2,73: 2,79¢ - - 18,80
Prices Based on Models and Other
Valuation

Methods (b) (2,785 (4,045 (1,127) 378 2,37: 1,90¢ (3,30)
Total $ 147 % 3,761% 359€3$ 3,16¢$ 237: 3% 1,90¢$ 14,96(




(@ “Prices Provided by Other External SourcesTCroker Quotes” reflects information obtainednfr@ver-
the-counter brokers, industry services, or multjpdety on-line platforms.

(b) “Prices Based on Models and Other Valuatiorthdds” is in absence of pricing information fromtemal
sources. Modeled information is derived using viauramodels developed by the reporting entity,aetihg
when appropriate, option pricing theory, discountadh flow concepts, valuation adjustments, etd.rany
require projection of prices for underlying comntal beyond the period that prices are availalefthird-
party sources. In addition, where external pridimfgrmation or market liquidity are limited, suclluations
are classified as modeled. The determination opthet at which a market is no longer liquid foaghg it in
the modeled category varies by market.

(c) There is mark-to-market value in excess opé&frent of our total mark-to-market value in indival periods
beyond 2009. $2.0 million of this mark-to-marketuais in 2010.

(d)  Amounts exclude Cash Flow and Fair Value Hedge

Cash Flow Hedges Included in Accumulated Other Commehensive Income (Loss) (AOCI) on the Condens
Balance Sheets

We are exposed to market fluctuations in energyroodity prices impacting our power operations. Wenitow thes
risks on our future operations and may employ wericommodity instruments and cash flow hedges tmaté the
impact of these fluctuations on the future castvélérom assets. We do not hedge all commodity prste

We employ the use of interest rate forward and swapsactions in order to manage interest rate ®xgool
anticipated borrowings of fixed-rate debt. We do medge all interest rate risk.

The table provides detail on designated, effectizeh flow hedges included in the Condensed Bal&meets. Tt
data in the table indicates the magnitude of chsh fiedges we have in place. Only contracts desighas cash flo
hedges are recorded in AOCI; therefore, economilgéecontracts which are not designated as effecthsh flov
hedges are marked-to-market and are included ipréhgous risk management tables.

Total Accumulated Other Comprehensive Income (LossActivity
Six Months Ended June 30, 2005
(in thousands)

Interest
Power Rate Total
Beginning Balance December 31, 2004 $ 56¢ $ 244 $ 81<
Changes in Fair Value (a) (87€) - (87¢€)
Reclassifications from AOCI to Net
Income (b) (1,037) (43) (2,080
Ending Balance June 30, 2005 $ (1,349 % 201 $ (1,149

(@) “Changes in Fair Value” shows changes in thevalue of derivatives designated as cash flodgks during
the reporting period that are not yet settled aeJR0, 2005. Amounts are reported net of relatednre taxes.

(b) “Reclassifications from AOCI to Net Income”presents gains or losses from derivatives usededgithg
instruments in cash flow hedges that were reciasisinto net income during the reporting period. &mts
are reported net of related income taxes.

The portion of cash flow hedges in AOCI expectedbéoreclassified to earnings during the next twehanths is
$1,151 thousand loss.

Credit Risk



Our counterparty credit quality and exposure isegally consistent with that of AEP.
VaR Associated with Risk Management Contracts

The following table shows the end, high, averagd,law market risk as measured by VaR for the geindicated:

Six Months Ended Twelve Months Ended
June 30, 2005 December 31, 2004
(in thousands) (in thousands)
End High Average Low End High Average Low
$277 $331 $162 $95 $135 $442 $191 $65

VaR Associated with Debt Outstanding

The risk of potential loss in fair value attribul@lbo our exposure to interest rates, primarilated to longerm dek
with fixed interest rates, was $13 million and $t#lion at June 30, 2005 and December 31, 2004eas/ely. Wi
would not expect to liquidate our entire debt paitfin a oneyear holding period. Therefore, a near term chan
interest rates should not negatively affect ounlteof operation or financial position.




KENTUCKY POWER COMPANY
CONDENSED STATEMENTS OF INCOME
For the Three and Six Months Ended June 30, 2005 dr2004
(Unaudited)
(in thousands)

Three Months Ended Six Months Ended
2005 2004 2005 2004

OPERATING REVENUES
Electric Generation, Transmission and Distribu $ 109,29 $ 94,38( $ 22495: $ 201,42¢
Sales to AEP Affiliates 13,007 12,37: 25,19¢ 18,98t

TOTAL 122,30: 106,75: 250,15( 220,41

OPERATING EXPENSES

Fuel for Electric Generation 30,69: 25,22« 58,58¢ 46,11¢
Purchased Electricity for Resale 44,79 31,811 89,65¢ 65,12
Other Operation 15,41 13,49¢ 29,97 26,77:
Maintenance 8,482 10,21« 14,39¢ 17,53¢
Depreciation and Amortization 11,22¢ 10,90¢ 22,37 21,76¢
Taxes Other Than Income Taxes 2,21¢ 2,39¢ 4,64 4,72
Income Taxes 27¢ 1,09¢ 4,28 7,55¢
TOTAL 113,11( 95,14¢ 223,92t 189,59:
OPERATING INCOME 9,191 11,60¢ 26,22¢ 30,81¢
Nonoperating Incom 621 482 1,06¢ 1,43¢
Nonoperating Expenst 141 274 31z 1,58
Nonoperating Income Tax Expense (Cre 157 33 20¢ (99)
Interest Charges 7,06¢ 7,712 14,43¢ 15,08:
NET INCOME $ 2,44¢ % 4,06¢ $ 12,33 % 15,67¢

The common stock of KPCo is wholly-owned by AEP.

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




KENTUCKY POWER COMPANY

CONDENSED STATEMENTS OF CHANGES IN COMMON SHAREHOLD ER’S
EQUITY AND COMPREHENSIVE INCOME (LOSS)

For the Six Months Ended June 30, 2005 and 2004

DECEMBER 31, 2003

Common Stock Dividends
TOTAL

COMPREHENSIVE INCOME

Other Comprehensive Loss, Net of Taxes:
Cash Flow Hedges, Net of Tax of $518
NET INCOME

TOTAL COMPREHENSIVE INCOME
JUNE 30, 2004

DECEMBER 31, 2004

COMPREHENSIVE INCOME

Other Comprehensive Loss, Net of Taxes:
Cash Flow Hedges, Net of Tax of $1,053
NET INCOME

TOTAL COMPREHENSIVE INCOME

JUNE 30, 2005

(Unaudited)

(in thousands)

Accumulated

Common Paid-in
Stock Capital

Other
Retained Comprehensive
Earnings Income (Loss) Total

$ 50,45(% 208,75($% 64,15’ %

(6,219% 317,13¢

(12,500 (12,500

304,63

(962) (962)

15,67¢ 15,67¢

14,717

$ 5045($% 208,75($% 67,33($ (7,175$ 319,35
$ 5045($ 208,75($ 70,55¢$ (8,775% 320,98
(1,956 (1,956

12,33: 12,33:

10,37¢

$ 5045($ 208,75($ 82,88¢$ (10,73)$ 331,35!

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




KENTUCKY POWER COMPANY
CONDENSED BALANCE SHEETS

ASSETS

June 30, 2005 and December 31, 2004

(Unaudited)
(in thousands)

ELECTRIC UTILITY PLANT

Production
Transmission
Distribution
General

Construction Work in Progress

Total

Accumulated Depreciation and Amortization

TOTAL - NET

OTHER PROPERTY AND INVESTMENTS

Nonutility Property, Ne
Other Investments

TOTAL

CURRENT ASSETS

Cash and Cash Equivalents
Other Cash Deposits
Advances to Affiliates
Accounts Receivable:

Customers

Affiliated Companies

Accrued Unbilled Revenues
Miscellaneous

Allowance for Uncollectible Accounts

Fuel

Materials and Supplies
Risk Management Assets
Margin Deposits
Prepayments and Other

TOTAL

DEFERRED DEBITS AND OTHER ASSETS

Regulatory Assets:
SFAS 109 Regulatory Asset, Net

Other

Long-term Risk Management Assets
Emission Allowances
Deferred Property Taxes

2005 2004
$ 466,37 462,64
387,91( 385,66
446,44 438,76
59,47¢ 57,92¢
19,33¢ 16,54
1,379,541 1,361,54
414,04 398, 45!
965,49: 963,09:
5,43 5,43¢
351 42:
5,78t 5,86(
237 127
11 5
12,64 16,12
23,88t 22,13
18,31+ 23,04¢
2,62 7,34
10€ 94
@) (34)
10,66 6,551
8,10¢ 9,38t
21,98( 19,84
3,14¢ 1,96(
4,014 1,78:
105,72f 108,35t
101,71 103,84¢
23,16 14,55
39,12 19,06
12,07 9,66¢€
3,60¢ 7,03¢



Deferred Charges and Other 7,84¢ 11,76:
TOTAL 187,53¢ 165,93

TOTAL ASSETS $ 1,26453' $ 1,243,24

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




KENTUCKY POWER COMPANY
CONDENSED BALANCE SHEETS
CAPITALIZATION AND LIABILITIES
June 30, 2005 and December 31, 2004

(Unaudited)
2005 2004
CAPITALIZATION (in thousands)

Common Shareholder’s Equity:

Common Stock - $50 par value per share:

Authorized - 2,000,000 shares
Outstanding - 1,009,000 shares $ 50,45( $ 50,45(

Paid-in Capital 208,75( 208,75(

Retained Earnings 82,88¢ 70,55¢

Accumulated Other Comprehensive Income (Loss) (10,73)) (8,77%)
Total Common Shareholder’s Equity 331,35! 320,98
Long-term Debt:

Nonaffiliated 427,71¢ 428,31(

Affiliated 20,00( 80,00(
Total Long-term Debt 447 71¢ 508,31(
TOTAL 779,07: 829,29(

CURRENT LIABILITIES

Long-term Debt Due Within One Year - Affiliated 40,00( -
Accounts Payable:

General 30,31: 20,08(

Affiliated Companies 24,76¢ 24,89¢
Risk Management Liabilities 23,56 17,20¢
Taxes Accrued 7,717 9,24¢
Interest Accrued 6,79¢ 6,75¢
Customer Deposits 16,30¢ 12,30¢
Obligations Under Capital Leases 1,35¢€ 1,561
Other 7,50¢ 9,03¢
TOTAL 158,31t 101,09«

DEFERRED CREDITS AND OTHER LIABILITIES

Deferred Income Taxes 226,82 227,53t
Regulatory Liabilities:

Asset Removal Costs 29,44 28,23

Deferred Investment Tax Credits 6,137 6,722

Other Regulatory Liabilities 20,46¢ 15,62:
Employee Benefits and Pension Obligations 12,19¢ 17,72¢
Long-term Risk Management Liabilities 29,21¢ 13,48t¢
Obligations Under Capital Leases 2,36¢ 2,80z
Deferred Credits 501 73€

TOTAL 327,15:. 312,86:




Commitments and Contingencies (Note 5)

TOTAL CAPITALIZATION AND LIABILITIES $ 1,264,53' $ 1,243,24

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




KENTUCKY POWER COMPANY
CONDENSED STATEMENTS OF CASH FLOWS
For the Six Months Ended June 30, 2005 and 2004

(Unaudited)
(in thousands)

2005 2004
OPERATING ACTIVITIES
Net Income $ 12,33. % 15,67¢
Adjustments to Reconcile Net Income to Net Cash Rigs
From Operating Activities:
Depreciation and Amortization 22,37 21,76«
Deferred Income Taxes 2,482 4,61¢
Deferred Investment Tax Credits (58%) (58%)
Deferred Property Taxes 3,431 3,33¢
Pension Contributions (6,092) (113)
Pension and Postemployment Benefit Reserves 561 (814
Mark-to-Market of Risk Management Contracts (3,330 1,06¢
Over/Under Fuel Recovery (7,18)) (1,519
(Gain)/Loss on Sale of Assets (8) 1,051
Change in Other Noncurrent Assets (731 (8,360)
Change in Other Noncurrent Liabilities 3,72¢ 9,03¢
Changes in Components of Working Capital:
Accounts Receivable, Net 7,65 3,77¢
Fuel, Materials and Supplies (2,830 (2,39¢)
Accounts Payable 10,96( (2,179
Taxes Accrued (1,53)) 3,67(
Customer Deposits 3,99¢ 2,771
Interest Accrued 41 (132)
Other Current Assets (3,42)) 1,43(
Other Current Liabilities (1,736 (737)
Net Cash Flows From Operating Activities 40,11 51,37(
INVESTING ACTIVITIES
Construction Expenditures (23,489 (18,96¢)
Change in Other Cash Deposits, Net (6) 6
Proceeds from Sale of Assets 9 1,53¢
Net Cash Flows Used For Investing Activities (23,48’) (17,420
FINANCING ACTIVITIES
Issuance of Long-term Debt - Affiliated - 20,00(
Retirement of Long-term Debt - Affiliated (20,000 -
Changes in Advances to/from Affiliates, Net 3,48( (41,619
Dividends Paid on Common Stock - (12,500
Net Cash Flows Used For Financing Activities (16,52() (34,119
Net Increase (Decrease) in Cash and Cash Equivalent 11C (16€)



Cash and Cash Equivalents at Beginning of Period 127 862
Cash and Cash Equivalents at End of Period $ 237 $ 69¢

SUPPLEMENTAL DISCLOSURE:

Cash paid for interest net of capitalized amounts 13,942,000 and $14,625,000 and for income taes
$3,761,000 and $658,000 in 2005 and 2004, resgdgtioncash capital lease acquisitions in 2005 20@4 wer
$230,000 and $387,000, respectively. ConstructimpeRditures include the change in constructielated Accoun
Payable of $(862,000) and $(984,000) in 2005 arid 2@@spectively.

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




KENTUCKY POWER COMPANY
INDEX TO CONDENSED NOTES TO FINANCIAL STATEMENTS OF REGISTRANT SUBSIDIARIES

The condensed notes to KPE€a*ondensed financial statements are combined thétircondensed notes to finan
statements for other subsidiary registrants. Lisldw are the condensed notes that apply to KPCo.

Footnote

Reference
Significant Accounting Matters Note 1
New Accounting Pronouncemer Note 2
Rate Matters Note 3
Commitments and Contingencies Note 5
Guarantees Note 6
Benefit Plans Note 8
Business Segments Note 9
Financing Activities Note 11

Company-wide Staffing and Budget Review Note 12




OHIO POWER COMPANY CO NSOLIDATED




OHIO POWER COMPANY CONSOLIDATED
MANAGEMENT 'S FINANCIAL DISCUSSION AND ANALYSIS

Results of Operations

Second Quarter of 2005 Compared to Second Qudri&0d

Reconciliation of Second Quarter of 2004 to Secor@uarter of 2005 Net Income

(in millions)
Second Quarter of 2004 Net Incom $ 39
Changes in Gross Margin.
Retail Margins 36
Transmission Revenu (6)
Off-system Sale 6
Other Revenue 2
Total Change in Gross Margin 38
Changes in Operating Expenses and Othe
Other Operation and Maintenar 8
Depreciation and Amortizatic 9
Nonoperating Income and Expenses, 6
Interest Charge 5
Total Change in Operating Expenses and Othe 10
Income Tax Expens (16)
Second Quarter of 2005 Net Incom $ 71

Net Income increased $32 million in the second tguasf 2005. The key drivers of the increase wef3& million
increase in gross margin and an $8 million decréagether Operation and Maintenance partially dffsg a $1¢
million increase in Income Tax Expense and a $8aniincrease in Depreciation and Amortization.

The major components of our increase in gross madgfined as revenues net of related fuel andhased powe
were as follows:

» Retail Margins were $36 million higher than theopiperiod primarily due to:

- a favorable variance of $16 million from the re¢ep SO, allowances from Buckeye Power, Inc. under
Cardinal Station Allowance Agreement,

- increased retail sales of $17 million due to@ased industrial and residential sales from higisage

- and an increase of $8 million from capacity setdais under the Interconnection Agreement relateithe
increase in an affiliate’s peak,

- partially offset by decreased fuel margins oindilion as a result of increased fuel costs.

« Transmission Revenues decreased $6 million prigndtie to the loss of through and out rates, ne¢piicemer
SECA rates. See “FERC Order on Regional Through@uidRatesfor additional discussion of these FERC
changes.

» Margins from Off-system Sales increased $6 milfiimarily due to favorable price margins.

Operating Expenses and Other changed betweenasérfows:



» Depreciation and Amortization expense increasedn$®on primarily due to the establishment of a Sifllion
regulatory liability to benefit low income custorseand for economic development, as ordered in #te
stabilization plan.

» Other Operation and Maintenance expenses decr&&saidlion primarily due to $4 million of expenséem the
2004 Amos Plant outage and $3 million of expenskged to major storms in the second quarter ofi200

» Nonoperating Income and Expenses, Net increaseadilién primarily due to the establishment of a ukgory
asset for carrying costs on environmental capkpeaditures as a result of the rate stabilizatian prder.

» Interest Charges decreased by $5 million primadilye to capitalized interest related to constructdrihe
Mitchell and Cardinal plant scrubbers and the Mattiplant Selective Catalytic Reduction (SCR) pcojthat
began after June 2004 in addition to refinancirigt deaturities and optional redemptions with lowestadebt.

Income Tax

The effective tax rates for the second quartero®b2and 2004 were 32.9% and 33.0%, respectively.diffierence i
the effective income tax rate and the federal staguate of 35% is due to flothrough of book versus tax tempor
differences, permanent differences, amortizatiomnwéstment tax credits and state income taxes. effeetive ta:
rates remained relatively flat for the comparapeeiod.

Six Months Ended June 30, 2005 Compared to Six MoBnhded June 30, 2004

Reconciliation of Six Months Ended June 30, 2004 t8ix Months Ended June 30, 2005 Net Income

(in millions)
Six Months Ended June 30, 2004 Net Incon $ 11¢
Changes in Gross Margin:
Retail Margins 29
Transmission Revenu: (13)
Off-system Sale 11
Other Revenue 2
Total Change in Gross Margin 29
Changes in Operating Expenses and Othe
Other Operation and Maintenar 14
Depreciation and Amortizatic (12)
Nonoperating Income and Expenses, 29
Interest Charge 11
Total Change in Operating Expenses and Othe 43
Income Tax Expens gzo)
Six Months Ended June 30, 2005 Net Incon $ 171

Net Income increased $52 million in 2005. The iaseeis primarily due to a $29 million increase insg margin,
$29 million increase in Nonoperating Income and éhges, Net and a $14 million decrease in Other d@iparanc
Maintenance offset by a $20 million increase iroime Tax Expense.

The major components of our increase in gross madgfined as revenues net of related fuel andhaised powe
were as follows:

» Retail Margins were $29 million higher than theopiperiod primarily due to:
- a favorable variance of $18 million from the re¢esp SO, allowances from Buckeye Power, Inc. under



Cardinal Station Allowance Agreement,

- increased retail sales of $16 million due taéased industrial and residential sales from higlsage

- and an increase of $11 million from capacity setdats under the Interconnection Agreement relaiettid
increase in an affiliate’s peak,

- partially offset by decreased fuel margins 08 $dillion as a result of increased fuel costs.

» Transmission Revenues decreased $13 million priynduie to the loss of through and out rates, net of
replacement SECA rates. See “FERC Order on Regidmalugh and Out Rates” for additional discussibn o
these FERC rate changes.

« Margins from Off-system Sales increased $11 milfoimarily due to favorable price margins.

Operating Expenses and Other changed betweenasé&rows:

« Nonoperating Income and Expenses, Net increasedril&n primarily due to the establishment of guéatory
asset for carrying costs on environmental capikpeaditures as a result of the rate stabilizatian prder.

« Other Operation and Maintenance expenses decr&adedillion primarily due to the settlement and aalfation
of the COLI policy of $7 million in February 2005 a decrease in administrative expenses of $fomilklatec
to the Gavin scrubber.

» Interest Charges decreased by $11 million primadig to capitalized interest related to constructid the
Mitchell and Cardinal plant scrubbers and the Meitiplant SCR project that began after June 200terés
Charges also decreased due to refinancing debtitregwand optional redemptions with lower costtdeb

« Depreciation and Amortization expense increasedrillion due to the establishment of a $7 millicgulatory
liability to benefit low income customers and famoaomic development, as ordered in the rate staltidin plan
The increase is also attributable to a higher degtien base in electric utility plants.

Income Tax

The effective tax rates for the first six month2605 and 2004 were 33.0% and 35.0%, respectiValy.difference i
the effective income tax rate and the federal staguate of 35% is due to flothrough of book versus tax tempor
differences, permanent differences, amortizatiomeéstment tax credits and state income taxes.dEoeease in tl
effective tax rate is primarily due to changeseénnpanent differences.

Financial Condition

Credit Ratings
The rating agencies currently have us on stableautCurrent ratings are as follows:

Moody’s S&P Fitch

Senior Unsecured Debt A3 BBB BBB+
Cash Flow

Cash flows for the six months ended June 30, 20052804 were as follows:

2005 2004
(in thousands)
Cash and Cash Equivalents at Beginning of Period $ 9,30 $ 7,23
Cash Flows From (Used For):
Operating Activities 182,83!  303,38!

Investing Activities (288,719  (78,44)



Financing Activities 97,93. (225,78)
Net Decrease in Cash and Cash Equival (7,947 (83¢)
Cash and Cash Equivalents at End of Period $ 135 % 6,39

Operating Activities

Our Net Cash Flows From Operating Activities wef83 million for the first six months of 2005. Weopuce«
income of $171 million during the period and a resit expense item of $154 million for Depreciatiamd
Amortization. The other changes in assets andliligsi represent items that had a current perich dbow impact
such as changes in working capital, as well asgtdmt represent future rights or obligations twenee or pay cas
such as regulatory assets and liabilities. Theeotiperiod activity in working capital primarilylagées to a $93 millic
decrease in Taxes Accrued due to 2604 payments made in the second quarter of 200%ettaral income tax al
personal property tax.

Our Net Cash Flows From Operating Activities weB93% million for the first six months of 2004. Weopuce«
income of $119 million during the period and a resit expense item of $142 million for Depreciatiamd
Amortization. The other changes in assets andiliaisirepresent items that had a cash flow impaath as changes
working capital, as well as items that represetirirights or obligations to receive or pay caslgh as regulato
assets and liabilities. The activity in working ttap primarily relates to a $21 million increase Taxes Accrue
primarily due to increased accrued federal incoaxes offset by decreased accrued personal prapedsy.

Investing Activities

Our Net Cash Flows Used for Investing Activities fle first six months of 2005 were $289 millioninparily due tc
Construction Expenditures focused primarily on emwnental upgrades, as well as projects to impresevice
reliability for transmission and distribution. Fibre remainder of 2005, we expect our Constructigpeditures to k
approximately $470 million.

Our Net Cash Flows Used For Investing Activities fioe first six months of 2004 were $78 million.eTbhange
primarily due to Construction Expenditures offsgtd cash deposit that we used to redeem $50 midifodebt ir
January 2004.

Financing Activities

Our Net Cash flows From Financing Activities duritig first six months of 2005 were $98 million pairity due t
increased borrowings from the Utility Money Pool.

Our Net Cash Flows Used For Financing Activitiesiy the first six months of 2004 were $226 milliprimarily due
to decreased repayments of borrowings from thetyJMoney Pool and dividend payments on Common IStoc

Financing Activity

In January 2005, we redeemed $5 million of 5.90%n@lative Preferred Stock Subject to Mandatory Reutem.
Additionally, long-term debt issuances and retirataaluring the six months ended June 30, 2005 were:

Issuances
Principal Interest Due
Type of Debt Amount Rate Date
(in

thousands) (%)



Installment Purchase Contracts $ 54,50( Variable 2029

Installment Purchase Contracts 54,50( Variable 2028
Installment Purchase Contracts 54.,50( Variable 2028
Installment Purchase Contracts 54,50( Variable 2028

Retirements and Principal Payments

Principal Interest Due
Type of Debt Amount Rate Date
(in
thousands) (%)
Installment Purchase Contracts $ 51,00( 6.375 2029
Installment Purchase Contracts 51,00( 6.375 2029
Installment Purchase Contracts 40,00( Variable 2028
Installment Purchase Contracts 40,00( Variable 2028
Installment Purchase Contracts 18,00( Variable 2029
Installment Purchase Contracts 18,00( Variable 2029
Notes Payabl 2,927 6.81 2008
Notes Payabl 3,25( 6.27 2009

Liquidity

We have solid investment grade ratings, which wtlesired provide us ready access to capital marketsder tc
issue new debt, refinance short-term debt or retieaongterm debt maturities. In addition, we participatetie
Utility Money Pool, which provides access to AERiidity.

Summary Obligation Information

A summary of our contractual obligations is incldda our 2004 Annual Report and has not changegifgigntly
from year-end other than the issuances and retirenaitscussed above.

Significant Factors

See the “Combined Management’s Discussion and Arslpf Registrant Subsidiariessection for addition:
discussion of factors relevant to us.

Critical Accounting Estimates

See “Critical Accounting Estimates” section of “Cloimed Managemerd’ Discussion and Analysis of Regist
Subsidiaries”in the 2004 Annual Report for a discussion of tlséingates and judgments required for regule
accounting, revenue recognition, the valuatioroofjHived assets, the accounting for pension and gibstretiremer
benefits and the impact of new accounting pronoonecgs.




QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT RISK ~ MANAGEMENT ACTIVITIES

Market Risks

Our risk management policies and procedures antgutesl and administered at the AEP ConsolidatelleSe:
complete discussion within AEP’s “Quantitative aQdialitative Disclosures About Risk Management Atgg”
section. The following tables provide informatidmoat AEP’s risk management activities’ effect on us

Roll-Forward of MTM Risk Management Contract Net Assets

This table provides detail on changes in our MTMasset or liability balance sheet position frone period to the
next.

MTM Risk Management Contract Net Assets
Six Months Ended June 30, 2005
(in thousands)

Total MTM Risk Management Contract Net Assets at Deember 31, 2004 $ 47,77
(Gain) Loss from Contracts Realized/Settled DuthegyPeriod (a) (13,29)
Fair Value of New Contracts When Entered DuringRleeiod (b) 83t
Net Option Premiums Paid/(Received) (372)
Change in Fair Value Due to Valuation Methodolodwa@ges -
Changes in Fair Value of Risk Management Contra@bts 9,57¢
Changes in Fair Value of Risk Management Contratiteated to Regulated Jurisdictions (e) =
Total MTM Risk Management Contract Net Assets 44 51¢
Net Cash Flow Hedge Contracts (8,83¢)
DETM Assignment (g) (13,536
Total MTM Risk Management Contract Net Assets at Jne 30, 2005 $ 22,147

(@) “(Gain) Loss from Contracts Realized/Settledgribg the Period’includes realized risk management conti
and related derivatives that settled during 200Brertwe entered into the contract prior to 2005.

(b) “Fair Value of New Contracts When Entered Dgrihe Period” represents the fair value at inogptf long-
term contracts entered into with customers duri@@52 Most of the fair value comes from longer tedmed
price contracts with customers that seek to lifdirt risk against fluctuating energy prices. Ineaptvalue i
only recorded if observable market data can beimddafor valuation inputs for the entire contragtn. The
contract prices are valued against market curnvescasted with the delivery location and delivermyme

(c) “Net Option Premiums Paid/(Received¥flects the net option premiums paid/(received)tteesy relate t
unexercised and unexpired option contracts tha¢ wetered in 2005.

(d) “Changes in Fair Value of Risk Management Caxts”represents the fair value change in the risk managi
portfolio due to market fluctuations during the reut period. Market fluctuations are attributabdevariou:
factors such as supply/demand, weather, storage, et

(e) “Changes in Fair Value of Risk Management Guois Allocated to Regulated Jurisdictionsfates to the n
gains (losses) of those contracts that are noeateftl in the Condensed Consolidated Statementscofrie
These net gains (losses) are recorded as regukadseys/liabilitie$or those subsidiaries that operate in regu
jurisdictions.

(H “Net Cash Flow Hedge Contractgjrétax) are discussed below in Accumulated Othen@ehensive Incon
(Loss).

(g) See “Natural Gas Contracts with DETM” sectiomNote 17 of the 2004 Annual Report.



Reconciliation of MTM Risk Management Contracts to
Condensed Consolidated Balance Sheets
As of June 30, 2005
(in thousands)

MTM Risk DETM

Management Cash Flow Assignment

Contracts (a) Hedges (b) Total (c)
Current Assets $ 73,361 $ 66¢ $ - $ 74,03¢
Noncurrent Asset 119,96! 72 - 120,03
Total MTM Derivative Contract Assets 193,33: 741 - 194,07:
Current Liabilities (67,887 (9,007 (4,559 (81,449
Noncurrent Liabilities (80,92¢) (570 (8,982) (90,47§
Total MTM Derivative Contract Liabilities (148,81)) (9,577 (13,53¢) (171,92
To_taI_M_TM Derivative Contract Net Assets $ 44 51¢ _
(Liabilities) ’ $ (8,836 $ (13,536 $ 22,14°

(@ Does not include Cash Flow Hedges.

(b) See “Natural Gas Contracts with DETM” sectiomNote 17 of the 2004 Annual Report.

(c) Represents amount of total MTM derivative cacts recorded within Risk Management Assets, Lieng
Risk Management Assets, Risk Management Liabilidied Long-term Risk Management Liabilities on our
Condensed Consolidated Balance Sheets.

Maturity and Source of Fair Value of MTM Risk Management Contract Net Assets

The table presenting maturity and source of falueaof MTM risk management contract net assets igesvtwc
fundamental pieces of information:

» The source of fair value used in determining theytag amount of our total MTM asset or liabilitgxternal
sources or modeled internally).

» The maturity, by year, of our net assets/liabsitigiving an indication of when these MTM amounth settle
and generate cash.

Maturity and Source of Fair Value of MTM
Risk Management Contract Net Assets
Fair Value of Contracts as of June 30, 2005
(in thousands)

After
Remainder 2009 Total
of 2005 2006 2007 2008 2009 (c) (d)

Prices Actively Quoted - Exchange Traded

Contracts $ (7,539)% (61)$ 597t$ -$ -$ -$ (1,62))
Prices Provided by Other External Sources - O°
Broker Quotes (a) 17,90: 22,30 8,397 8,39( - - 56,99(

Prices Based on Models and Other Valuation
Methods (b) (8,485 (12,539 (3,817 1,12¢ 7,12¢ 5,731 (10,85()




Total $ 1,882$ 9,707 $10,55¢$9,51¢$ 7,12¢%$ 5,731% 44,51¢

(@ “Prices Provided by Other External SourcesTCroker Quotes” reflects information obtainednfr@ver-
the-counter brokers, industry services, or multjpdety on-line platforms.

(b) “Prices Based on Models and Other Valuatiorthdds” is in absence of pricing information fromtemal
sources. Modeled information is derived using viauamodels developed by the reporting entity,aetihg
when appropriate, option pricing theory, discountedh flow concepts, valuation adjustments, etd.rany
require projection of prices for underlying comntal beyond the period that prices are availalefthird-
party sources. In addition, where external pridimfgrmation or market liquidity are limited, suclaluations
are classified as modeled. The determination opthet at which a market is no longer liquid foaghg it in
the modeled category varies by market.

(c) There is mark-to-market value in excess opé&frent of our total mark-to-market value in indival periods
beyond 2009. $6.1 million of this mark-to-marketueais in 2010.

(d)  Amounts exclude Cash Flow Hedges.

Cash Flow Hedges Included in Accumulated Other Commehensive Income (Loss) (AOCI) on the Condens
Consolidated Balance Sheets

We are exposed to market fluctuations in energyroodity prices impacting our power operations. Wenitow thes
risks on our future operations and may employ wericommodity instruments and cash flow hedges tmaté the
impact of these fluctuations on the future castvélérom assets. We do not hedge all commodity prste

We employ the use of interest rate forward and swapsactions in order to manage interest rate ®xgool
anticipated borrowings of fixed-rate debt. We do medge all interest rate risk.

We employ forward contracts as cash flow hedgedobs-in prices on certain transactions which have
denominated in foreign currencies where deemedssacg We do not hedge all foreign currency expmasur

The table provides detail on designated, effeatiaeh flow hedges included in the Condensed CoradetidBalanc
Sheets. The data in the table indicates the madmidéi cash flow hedges we have in place. Only ectdrdesignate
as cash flow hedges are recorded in AOCI; therefrenomic hedge contracts which are not desigresezffectiv
cash flow hedges are marked-to-market and arededlin the previous risk management tables.

Total Accumulated Other Comprehensive Income (LossActivity
Six Months Ended June 30, 2005
(in thousands)

Interest  Foreign
Power Rate Currency  Total

Beginning Balance December 31,

2004 $ 1,59¢ % - $ (356) $ 1,241
Changes in Fair Value (a) (3,130 (2,001 - (4,13])
Reclassifications from AOCI to Net

Income (b) (2,975 - 7 (2,96¢)

Ending Balance June 30, 2005 $ (45060% (1,00]) % (357) (5,85%)
(@) “Changes in Fair Value” shows changes in thevalue of derivatives designated as cash flodgks during
the reporting period that are not yet settled aeJR0, 2005. Amounts are reported net of relatednre taxes.
(b) “Reclassifications from AOCI to Net Income”presents gains or losses from derivatives usededgithg
instruments in cash flow hedges that were reciasisinto net income during the reporting period. &mts



are reported net of related income taxes above.

The portion of cash flow hedges in AOCI expectedeoreclassified to earnings during the next twehanths is
$4,432 thousand loss.

Credit Risk
Our counterparty credit quality and exposure isegalty consistent with that of AEP.
VaR Associated with Risk Management Contracts

The following table shows the end, high, averagd,law market risk as measured by VaR for the gkindicated:

Six Months Ended Twelve Months Ended
June 30, 2005 December 31, 2004
(in thousands) (in thousands)
End High Average Low End High Average Low
$831 $994 $485 $285 $464 $1,513 $652 $223

VaR Associated with Debt Outstanding

The risk of potential loss in fair value attribul@lbo our exposure to interest rates primarilytedlato longterm dek
with fixed interest rates was $128 million and $dilion at June 30, 2005 and December 31, 20@heetively. W
would not expect to liquidate our entire debt paitf in a oneyear holding period. Therefore, a near term chan
interest rates should not negatively affect ounlteof operation or consolidated financial positio




OHIO POWER COMPANY CONSOLIDATED
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
For the Three and Six Months Ended June 30, 2005 dr2004
(Unaudited)
(in thousands)

Three Months Ended Six Months Ended
2005 2004 2005 2004

OPERATING REVENUES
Electric Generation, Transmission and Distribu $ 450,12: $ 399,53 $ 906,35. $ 843,26«
Sales to AEP Affiliates 156,60° 135,41 308,44t 281,90:

TOTAL 606, 72¢ 534,94¢ 1,214,79' 1,125,16

OPERATING EXPENSES

Fuel for Electric Generation 168,69: 145,50: 348,95 311,77
Purchased Electricity for Resale 22,42: 14,15¢ 41,18¢ 26,33¢
Purchased Electricity from AEP Affiliates 25,09: 23,16¢ 50,71: 42,47
Other Operation 92,95( 96,22+ 166,73: 187,32(
Maintenance 51,35¢ 56,73 97,11( 90,78«
Depreciation and Amortization 79,94 70,38¢ 153,88t 142,17(
Taxes Other Than Income Taxes 43,68¢ 43,64¢ 90,82¢ 90,83¢
Income Taxes 32,06¢ 22,22( 70,63t 62,20:
TOTAL 516,20! 472,03¢ 1,020,04. 953,89¢
OPERATING INCOME 90,52« 62,91( 194,75! 171,26¢
Nonoperating Incom 50,23! 52,70« 105,20: 69,45¢
Carrying Costs Income 7,511 17¢ 29,54¢ 357
Nonoperating Expenst 48,027 49,23 93,05¢ 57,30(
Nonoperating Income Tax Expense (Cre 2,92( (3,120 13,48’ 1,967
Interest Charges 25,83¢ 30,89¢ 52,00: 62,86
NET INCOME 71,48 38,78 170,96: 118,94

Preferred Stock Dividend Requirements (Incluc
Other Expense) 357 18< 54C 36¢€

EARNINGS APPLICABLE TO COMMON
STOCK $ 71,12¢ $ 38,600 $ 170,42: $ 118,58:

The common stock of OPCo is wholly-owned by AEP.

See Condensed Notes to Financial Satements of Registrant Subsidiaries.




OHIO POWER COMPANY CONSOLIDATED

CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN COM MON SHAREHOLDER'S
EQUITY AND COMPREHENSIVE INCOME (LOSS)

For the Six Months Ended June 30, 2005 and 2004

DECEMBER 31, 2003

Common Stock Dividends
Preferred Stock Dividends

TOTAL

COMPREHENSIVE INCOME

Other Comprehensive Loss, Net of Taxes:
Cash Flow Hedges, Net of Tax of $1,746
Minimum Pension Liability, Net of Tax of
$2,123

NET INCOME

TOTAL COMPREHENSIVE INCOME
JUNE 30, 2004

DECEMBER 31, 2004

Common Stock Dividends
Preferred Stock Dividends
Other

TOTAL

COMPREHENSIVE INCOME

Other Comprehensive Loss, Net of Taxes:
Cash Flow Hedges, Net of Tax of $3,823
NET INCOME

TOTAL COMPREHENSIVE INCOME

JUNE 30, 2005

(Unaudited)
(in thousands)

Accumulated

Common Paid-in
Stock Capital

Other
Retained Comprehensive
Earnings Income (Loss) Total

$ 321,20:$ 462,48:$ 729,14 $

(114,11}
(366€)

118,94

(48,80)$1,464,02!

(114,119
(36€)
1,349,54.

(3,247 (3,247

(3,947 (3,947
118,94

111,76:

$ 321,20:$ 462,48:$ 733,61 %

(55,99)$1,461,30

$ 321,20:$ 462,48'$ 764,41t $
(14,999

(366€)
4,151 (174)

170,96-

(74,269$1,473,83

(14,999
(36€)
3,97
1,462,45

(7,099 (7,099
170,96

163,86!

$ 321,20:$ 466,63t$ 919,84: %

(81,369$1,626,31!

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




OHIO POWER COMPANY CONSOLIDATED
CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS

June 30, 2005 and December 31, 2004

(Unaudited)
(in thousands)

ELECTRIC UTILITY PLANT

Production

Transmission

Distribution

General

Construction Work in Progress

Total
Accumulated Depreciation and Amortization

TOTAL - NET

OTHER PROPERTY AND INVESTMENTS

Nonutility Property, Ne
Other

TOTAL

CURRENT ASSETS

Cash and Cash Equivalents
Other Cash Deposits
Advances to Affiliates
Accounts Receivable:
Customers
Affiliated Companies
Accrued Unbilled Revenues
Miscellaneous
Allowance for Uncollectible Accounts
Fuel
Materials and Supplies
Emissions Allowances
Risk Management Assets
Margin Deposits
Prepayments and Other
TOTAL

DEFERRED DEBITS AND OTHER ASSETS

Regulatory Assets:
SFAS 109 Regulatory Asset, Net
Transition Regulatory Assets
Unamortized Loss on Reacquired Debt
Other

2005 2004
4,240,56. $ 4,127,28.
995,63 978,49;
1,228,61, 1,202,55!
240,01 248,744
342,83; 240,95°
7,047,65 6,798,03:
2,657,14 2,617,23;
4,390,51; 4,180,79.
44.,43¢ 44.77:
8,85¢ 13,40¢
53,29 58,18
1,35: 9,30(
31 37
- 125,97:
108,02 98,95:
144,63 144,17!
14,75 10,64
452 7,62¢€
(114) (93)
111,01 70,30
58,96 55,56
38,17( 95,30
74,03¢ 79,54
10,17+ 7,05¢€
14,64 10,49:
576,13 714,87¢
172,93 169,86
182,46 225,27:
14,19’ 11,04¢
74,12: 22,18



Long-term Risk Management Assets 120,03 66,72

Deferred Property Taxes 37,96( 70,21«
Deferred Charges and Other Assets 62,84¢ 74,09t
TOTAL 664,56. 639,41(
TOTAL ASSETS $ 568450 $ 5,593,26!

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




OHIO POWER COMPANY CONSOLIDATED
CONDENSED CONSOLIDATED BALANCE SHEETS
CAPITALIZATION AND LIABILITIES
June 30, 2005 and December 31, 2004

(Unaudited)
2005 2004
CAPITALIZATION (in thousands)

Common Shareholder’s Equity

Common Stock - No par value:

Authorized - 40,000,000 shares
Outstanding - 27,952,473 shares $ 321,20. $ 321,20:

Paid-in Capital 466,63¢ 462,48

Retained Earnings 919,84: 764,41t

Accumulated Other Comprehensive Income (Loss) (81,367) (74,269
Total Common Shareholder’s Equity 1,626,31! 1,473,883
Cumulative Preferred Stock Not Subject to Mandaiegemption 16,64 16,64
Total Shareholders’ Equity 1,642,95! 1,490,47
Long-term Debt:

Nonaffiliated 1,593,27. 1,598,701

Affiliated 200,00( 400,00(
Total Long-term Debt 1,793,27. 1,998,701
TOTAL 3,436,22! 3,489,18!
Minority Interest 12,90¢ 14,08:

CURRENT LIABILITIES

Short-term Debt - Nonaffiliated 14,35: 23,49¢
Long-term Debt Due Within One Year - Affiliated 200,00( -
Long-term Debt Due Within One Year - Nonaffiliated 12,35« 12,35«
Cumulative Preferred Stock Subject to Mandatorydragtion - 5,00(
Advances from Affiliates 11,52¢ -
Accounts Payable:

General 164,61! 143,24

Affiliated Companies 76,17 116,61!
Customer Deposits 32,25¢ 22,62(
Taxes Accrued 139,72¢ 233,02t
Interest Accrued 37,24¢ 39,25«
Risk Management Liabilities 81,44¢ 70,31
Obligations Under Capital Leases 8,841 9,081
Other 91,53: 74,97,
TOTAL 870,07¢ 749,98:

DEFERRED CREDITS AND OTHER LIABILITIES
Deferred Income Taxes 910,76 943,46!
Regulatory Liabilities:




Asset Removal Costs 107,04 102,87

Deferred Investment Tax Credits 12,04( 12,53¢

Other 48,86« -
Long-term Risk Management Liabilities 90,47¢ 46,26
Deferred Credits 23,057 24,37
Employee Benefits and Pension Obligations 86,93¢ 126,82!
Obligations Under Capital Leases 33,03’ 31,65:
Asset Retirement Obligations 47,40 45,60¢
Other 5,66¢ 6,414
TOTAL 1,365,29. 1,340,01.

Commitments and Contingencies (Note 5)

TOTAL CAPITALIZATION AND LIABILITIES $ 568450 $ 5,593,26

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




OHIO POWER COMPANY CONSOLIDATED
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Six Months Ended June 30, 2005 and 2004
(Unaudited)
(in thousands)

2005 2004
OPERATING ACTIVITIES
Net Income 170,96 118,94
Adjustments to Reconcile Net Income to Net Cash Ries From Operating
Activities:
Depreciation and Amortization 153,88t 142,17(
Accretion Expense 1,79¢ 1,68~
Deferred Income Taxes 9,92: 4,40(
Deferred Investment Tax Credits (499) (1,527
Deferred Property Taxes 32,25¢ 30,79:
Pension and Postemployment Benefit Reserves 12¢ 1,52¢
Mark-to-Market of Risk Management Contracts (2,277 4,81¢
Pension Contributions (40,019 (191)
Carrying Costs Income (29,549 (357)
Change in Other Noncurrent Assets (13,61)) (20,362)
Change in Other Noncurrent Liabilities (1,810 (5,217
Changes in Components of Working Capital:
Accounts Receivable, Net (6,457) (1,61¢)
Fuel, Materials and Supplies (44,099 (12,889
Accounts Payable (28,330 4,921
Taxes Accrued (93,300 20,69:
Customer Deposits 9,63¢ 10,79:
Interest Accrued (2,005 (359)
Other Current Assets 49,86¢ 11,05(
Other Current Liabilities 16,32: (5,894)
Net Cash Flows From Operating Activities 182,83! 303,38
INVESTING ACTIVITIES
Construction Expenditures (296,04) (130,499
Change in Other Cash Deposits, Net 6 50,95:
Proceeds from Sale of Assets 7,32¢ 1,10z
Net Cash Flows Used For Investing Activities (288,71) (78,447
FINANCING ACTIVITIES
Change in Short-term Debt, Net (9,14¢) (4,402)
Issuance of Long-term Debt - Nonaffiliated 214,12( -
Issuance of Long-term Debt - Affiliated - 200,00(
Retirement of Long-term Debt - Nonaffiliated (224,17) (204,42)
Retirement of Cumulative Preferred Stock (5,000 (2,25))
Changes in Advances to/from Affiliates, Net 137,49¢ (100,229
Dividends Paid on Common Stock (14,999 (114,119



Dividends Paid on Cumulative Preferred Stock (36€) (36€)

Net Cash Flows From (Used For) Financing Activities 97,93: (225,78
Net Decrease in Cash and Cash Equivalents (7,949 (839)
Cash and Cash Equivalents at Beginning of Period 9,30( 7,23¢
Cash and Cash Equivalents at End of Period $ 1,35¢ $ 6,394

SUPPLEMENTAL DISCLOSURE:

Cash paid (received) for interest net of capitaliaenounts was $52,403,000 and $59,407,000 andidorie taxe
was $114,782,000 and $(8,420,000) in 2005 and 20€dpectively. Noncash capital lease acquisitiorese
$7,210,000 and $6,846,000 in 2005 and 2004, respbct Construction Expenditures include the charng
construction-related Accounts Payable of $9,253880$(3,280,000) in 2005 and 2004, respectively.

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




OHIO POWER COMPANY CONSOLIDATED
INDEX TO CONDENSED NOTES TO FINANCIAL STATEMENTS OF REGISTRANT SUBSIDIARIES

The condensed notes to OPS€obndensed consolidated financial statementsoambioed with the condensed note
financial statements for other subsidiary regigganisted below are the condensed notes that apgDPCo.

Footnote

Reference
Significant Accounting Matters Note 1
New Accounting Pronouncemer Note 2
Rate Matters Note 3
Customer Choice and Industry Restructuring Note 4
Commitments and Contingencies Note 5
Guarantees Note 6
Benefit Plans Note 8
Business Segments Note 9
Income Taxes Note 10
Financing Activities Note 11

Company-wide Staffing and Budget Review Note 12




PUBLIC SERVICE COMPANY OF OKLAHOMA




PUBLIC SERVICE COMPANY OF OKLAHOMA
MANAGEMENT 'S NARRATIVE FINANCIAL DISCUSSION AND ANALYSIS

Results of Operations

Second Quarter of 2005 Compared to Second Qudri&0d

Reconciliation of Second Quarter of 2004 to Secor@uarter of 2005 Net Income
(in millions)

Second Quarter of 2004 Net Incom $ 7

Changes in Gross Margin:
Retail Margins (D
Off-system Sale 1

Total Change in Gross Margin -

Changes in Operating Expenses and Othe

Other Operation and Maintenar 9
Taxes Other Than Income Tay 4
Interest Charge 1

Total Change in Operating Expenses and Othe 14
Income Tax Expens §3)
Second Quarter of 2005 Net Incom $ 18

Net Income increased $11 million to $18 milliontiee second quarter of 2005. The key drivers we$® anillion
decrease in operation and maintenance expenses &4dmillion decrease in Taxes Other Than Incomee§,
partially offset by a $3 million increase in Incomax Expense.

The major components of our change in gross madgfined as revenues net of related fuel and psezh@owel
were as follows:

» Retail Margins decreased by $1 millipnmarily due to a $3 million decrease in net fumlenue/fuel expens
offset by a $2 million increase in retail base rexedue to slightly higher volumes.

« Margins from Offsystem Sales increased by $1 million primarily doéhigher capacity sales and by sligl
higher optimization activity.

Operating Expenses and Other decreased betweenagsetullows:

« Other Operation and Maintenance expenses decrek&edillion primarily attributed to the higher coef
scheduled plant maintenance and overhead line emginte due to storm damage, both in 2004.

« Taxes Other Than Income Taxes decreased $4 mgliomarily due to a prior year adjustment of propeglatec
taxes.

» Interest Charges decreased $1 million primarily tluéhe retirement of higher rate First Mortgagen8® anc
Trust Preferred Securities in 2004 replaced by fawate Senior Unsecured Notes.

Income Taxes



The effective tax rates for the second quartero®b2and 2004 were 22.8% and 21.0%, respectively.diifierence i
the effective income tax rate and the federal &tajurate of 35% is due to permanent differencesoréization o
investment tax credits, state income taxes andrd&decome tax adjustments. The effective tax ra@maine:
relatively flat for the comparative period.

Six Months Ended June 30, 2005 Compared to Six MoBnhded June 30, 2004

Reconciliation of Six Months Ended June 30, 2004 t8ix Months Ended June 30, 2005 Net Income (LosS)

(in millions)

Six Months Ended June 30, 2004 Net Lo $ (2)
Changes in Gross Margin:
Retail Margins (5)
Off-system Sale 4

Total Change in Gross Margin (1)
Changes in Operating Expenses and Othe
Other Operation and Maintenar 24
Taxes Other Than Income Ta» 4
Interest Charge 3
Nonoperating Income and Expense, 1

Total Change in Operating Expenses and Othe 32
Income Tax Expens (10)
Six Months Ended June 30, 2005 Net Incon $ 19

Net Income increased $21 million to $19 million foe six months ended June 30, 2005. The key drivere a $2
million decrease in operation and maintenance esggeand a $4 million decrease in Taxes Other Tizome Taxe:
partially offset by a $10 million increase in Incerax Expense.

The major components of our decrease in gross maigiined as revenues net of related fuel andhaised powe
were as follows:

Retail Margins decreased by $5 primadiye to a $6 million decrease in net fuel revenatxpense, offset by
$1 million increase in retail base revenue dudigindy higher volumes.

Margins from Offsystem Sales increased by $4 million primarily ttudigher margins of $3 million and higt
capacity sales of $1 million.

Operating Expenses and Other decreased betweengsetullows:

Other Operation and Maintenance expenses decr&2gechillion. Transmission related expenses dectk&3
million primarily due to adjustments in 2004 foffikgdted OATT and ancillary services resulting fromvisec
ERCOT data for the years 2001 through 2003 of apprately $5 million. Distribution expenses decreh$3
million resulting primarily from a 2004 labor setthent. Administrative and general expenses deat
approximately $7 million due to lower outside seed and employee related expenses, offset in panicbease:
customer related expense of $2 million. Maintenadeaeased $10 million primarily attributed to thigher cos
of scheduled power plant maintenance and overheadnaintenance due to storm damage, both in 2004.
Interest Charges decreased $3 million primarily thu¢he retirement of higher rate First Mortgagen8® anc
Trust Preferred Securities in 2004 replaced by fawte Senior Unsecured Notes.



Income Taxes

The effective tax rates for the six months endeteJB80, 2005 and 2004 were 18.7% and 78.1%, respBctiThe
difference in the effective income tax rate and tbeeral statutory rate of 35% is due to permartkffierences
amortization of investment tax credits, state ineotaxes and federal income tax adjustments. Thagehan th
effective tax rate from the comparative period risngrily due to higher pretax income in 2005 anatestand loci
income taxes, offset in part by federal incomeadpistments.

Financial Condition

Credit Ratings

The rating agencies currently have us on stableautCurrent ratings are as follows:

Moody’s S&P Fitch
First Mortgage Bonds A3 A- A
Senior Unsecured Debt Baal BBB A-

Financing Activity

Long-term issuances and retirements during thedixsmonths of 2005 were:

Issuances
Principal Interest Due
Type of Debt Amount Rate Date
(in
thousands) (%)
Senior Unsecured Notes $ 75,00( 4.70 2011
Retirements
Principal Interest Due
Type of Debt Amount Rate Date
(in
thousands) (%)
First Mortgage Bonds $ 50,00( 6.50 2005

Liquidity

We have solid investment grade ratings, which wtiesired provide us ready access to capital marketsder tc
issue new debt, refinance short-term debt or ratieadongterm debt maturities. In addition, we participatetie
Utility Money Pool, which provides access to AER¢iidity.

Summary Obligation Information

A summary of our contractual obligations is incldda our 2004 Annual Report and has not changewifgigntly
from year-end other than the issuances and retirenuitscussed above.

Significant Factors




Oklahoma Regulatory Activity
Rate Review

We have been involved in a commission siaiffiated base rate review before the OCC whichaipag 2003. In Marc
2005, a settlement was negotiated and approvedéyALJ. The settlement provides for a $7 milliomaal bas
revenue reduction offset by a $6 million reductiorannual depreciation expense and recovery thréuglhrevenue
of certain transmission expenses previously re@l/ar base rates. In addition, the settlement shiteis a $9 millio
annual merger savings rate reduction rider at tioseoé December 2005. The settlement also providesetovery ove
24 months of $9 million of deferred fuel costs assted with a renegotiated coal transportation reamttand th
continuation of a $12 million vegetation managenratgr, both of which are earnings neutral. Finathe settleme|
stipulates that we may not file for a base rateease before April 1, 2006. The OCC issued an cageroving th
stipulation on May 2, 2005, allowing for the implentation of new base rates in June 2005.

Fud and Purchased Power

In 2002, we experienced a $44 million undecovery of fuel costs resulting from a reallocatmmong AEP We
companies of purchased power costs for periods poiddanuary 1, 2002. In July 2003, we offeredhte ©OCC t
collect those reallocated costs over 18 monthsAugust 2003, the OCC Staff filed testimony recomdieg we
recover $42 million of the reallocation over thngears. Subsequently the OCC expanded the caseltaléna ful
prudence review of our 2001 fuel and purchased p@sexctices and oféystem sales margin sharing between
East and AEP West Companies for the year 2002 @25, 2005, the OCC Staff and two intervenorsditestimon
in which they quantified the alleged improperlyoaktted offsystem sales margins between AEP East and AEP
companies. Their overall recommendations relatethéoallocation would result in an increase in ©ftem sale
margins, and thus a reduction to our recoverat#édasts through June 2005, of an amount betwe8mion anc
$47 million.

On June 10, 2005, the OCC decided to have its staftiuct a prudence review of our fuel and purcthgsmve
practices for 2003.

Management is unable to predict the ultimate efféthese proceedings on revenues, results of bpesacash flow
and financial condition.

See the “Combined Management’s Discussion and Aslpf Registrant SubsidiariesSection for addition:
discussion of factors relevant to us.

Critical Accounting Estimates

See “Critical Accounting Estimates” section of “Cloimed Managemerd’ Discussion and Analysis of Regist
Subsidiaries”in the 2004 Annual Report for a discussion of tlséingates and judgments required for regule
accounting, revenue recognition, the valuatioroofjHived assets, the accounting for pension and gibstretiremer
benefits and the impact of new accounting pronoonecgs.




QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT RISK ~ MANAGEMENT ACTIVITIES

Market Risks

Our risk management policies and procedures antgutesl and administered at the AEP ConsolidatelleSe:
complete discussion within AEP’s “Quantitative aQdialitative Disclosures About Risk Management Atgg”
section. The following tables provide informatidmoat AEP’s risk management activities’ effect on us

MTM Risk Management Contract Net Assets

This table provides detail on changes in our MTMasset or liability balance sheet position frone period to the
next.

MTM Risk Management Contract Net Assets
Six Months Ended June 30, 2005
(in thousands)

Total MTM Risk Management Contract Net Assets at Deember 31, 2004 $ 14,77:
(Gain) Loss from Contracts Realized/Settled DuthegyPeriod (a) 172
Fair Value of New Contracts When Entered DuringRleeiod (b) -
Net Option Premiums Paid/(Received) (56)

Change in Fair Value Due to Valuation Methodolodwa@ges -
Changes in Fair Value of Risk Management Contra@bts -

Changes in Fair Value of Risk Management Contratiteated to Regulated Jurisdictions (e) (12,050
Total MTM Risk Management Contract Net Assets 3,837
Net Cash Flow Hedge Contracts (84¢)
Total MTM Risk Management Contract Net Assets at June 30, 2005 $ 2,98¢

(@) “(Gain) Loss from Contracts Realized/Settlegribg the Period’'includes realized risk management conti
and related derivatives that settled during 200Brevtwe entered into the contract prior to 2005.

(b) “Fair Value of New Contracts When Entered Dgrihe Period” represents the fair value at inogptf long-
term contracts entered into with customers duri@@52 Most of the fair value comes from longer tdixed
price contracts with customers that seek to lifdirt risk against fluctuating energy prices. Inaaptvalue i
only recorded if observable market data can beimmddafor valuation inputs for the entire contragtn. The
contract prices are valued against market curvescasted with the delivery location and delivemye

(c) “Net Option Premiums Paid/(Received¥gflects the net option premiums paid/(received)tteesy relate t
unexercised and unexpired option contracts tha¢ wetered in 2005.

(d) “Changes in Fair Value of Risk Management Caxts”represents the fair value change in the risk mamagi
portfolio due to market fluctuations during the reut period. Market fluctuations are attributabdevariou:
factors such as supply/demand, weather, storage, et

(e) “Changes in Fair Value of Risk Management Gauois Allocated to Regulated Jurisdictionstates to the n
gains (losses) of those contracts that are naateftl in the Condensed Statements of OperatiorseTiet gait
(losses) are recorded as regulatory assets/liabifibr those subsidiaries that operate in regdlptesdictions.

(H “Net Cash Flow Hedge Contractgjrétax) are discussed below in Accumulated Othen@ehensive Incon
(Loss).

Reconciliation of MTM Risk Management Contracts to
Condensed Balance Sheets



As of June 30, 2005
(in thousands)

MTM Risk

Management  Cash Flow

Contracts (a) Hedges Total (b)
Current Assets $ 6,171 $ 33 % 6,20¢
Noncurrent Asset 7,61° 9 7,622
Total MTM Derivative Contract Assets 13,78¢ 42 13,82¢
Current Liabilities (5,772) (814 (6,58¢)
Noncurrent Liabilities (4,175 (77) (4,257)
Total MTM Derivative Contract Liabilities (9,947 (897) (10,83%)
Total MTM Derivative Contract Net Assets (Liabiliti es) $ 3,831 $ (849) $ 2,98¢

(@ Does not include Cash Flow Hedges.

(b) Represents amount of total MTM derivative caats recorded within Risk Management Assets, Lieng-
Risk Management Assets, Risk Management Liabilidied Long-term Risk Management Liabilities on our
Condensed Balance Sheets.

Maturity and Source of Fair Value of MTM Risk Management Contract Net Assets

The table presenting maturity and source of falueaof MTM risk management contract net assets igesvtwc
fundamental pieces of information:

. The source of fair value used in determining theyoag amount of our total MTM asset or liabilitgxternal
sources or modeled internally).

. The maturity, by year, of our net assets/liab#ifigiving an indication of when these MTM amounth settle
and generate cash.

Maturity and Source of Fair Value of MTM
Risk Management Contract Net Assets
Fair Value of Contracts as of June 30, 2005
(in thousands)

After
Remaindet 2009 Total
of 20056 2006 2007 2008 2009 (c) (d)

Prices Actively Quoted - Exchange Traded

Contracts $ (1,010 (8% 80:ES -$ -$ -$ (219
Prices Provided by Other External Sources - O1

Broker Quotes (a) 2,162z 2,81f 83C 987 - - 6,79
Prices Based on Models and Other Valuation

Methods (b) (1,109 (2,02¢) (869 (88) 62C 73€ (2,739
Total $ 37% 77¢$ 76€$ 89¢$ 62(% 73€$ 3,837

(@ “Prices Provided by Other External SourcesTCroker Quotes” reflects information obtainednfr@ver-
the-counter brokers, industry services, or multjpdety on-line platforms.
(b) “Prices Based on Models and Other Valuatiorthdds” is in absence of pricing information fromtemal



sources. Modeled information is derived using viauramodels developed by the reporting entity,aetihg
when appropriate, option pricing theory, discountadh flow concepts, valuation adjustments, etd.rany
require projection of prices for underlying comnta beyond the period that prices are availaldmfthird-
party sources. In addition, where external pridimfigrmation or market liquidity are limited, suclaluations
are classified as modeled. The determination opthiet at which a market is no longer liquid foaghg it in
the modeled category varies by market.

(c) There is mark-to-market value in excess opéfcent of our total mark-to-market value in indival periods
beyond 2009. $442 thousand of this mark-to-markétevis in 2010.

(d)  Amounts exclude Cash Flow Hedges.

Cash Flow Hedges Included in Accumulated Other Commehensive Income (Loss) (AOCI) on the Condens
Balance Sheets

We are exposed to market fluctuations in energyroodity prices impacting our power operations. Wenitow thes
risks on our future operations and may employ wericommodity instruments and cash flow hedges tmaté the
impact of these fluctuations on the future castvélérom assets. We do not hedge all commodity prste

We employ the use of interest rate forward and swapsactions in order to manage interest rate xpool
anticipated borrowings of fixed-rate debt. We do medge all interest rate risk.

The table provides detail on designated, effectiash flow hedges included in the Condensed Bal&heets. Tt
data in the table indicates the magnitude of cksi fiedges we have in place. Only contracts detégnas cash flo
hedges are recorded in AOCI; therefore, economilgdecontracts which are not designated as effectagh flov
hedges are marked-to-market and are included ipréngous risk management tables.

Total Accumulated Other Comprehensive Income (LossActivity
Six Months Ended June 30, 2005
(in thousands)

Interest
Power Rate Total
Beginning Balance December 31, 2004 $ 1,00C $ (600) $ 40C
Changes in Fair Value (a) (1,127) 48 (1,079
Reclassifications from AOCI to Net Income (b) (422) 13 (409)
Ending Balance June 30, 2005 $ (544 $ (539 % (1,089

(@) “Changes in Fair Value” shows changes in thevalue of derivatives designated as cash flodgks during
the reporting period that are not yet settled aeJe0, 2005. Amounts are reported net of relatednre taxes.

(b) “Reclassifications from AOCI to Net Income”presents gains or losses from derivatives usededgithg
instruments in cash flow hedges that were reciasisinto net income during the reporting period. &mts
are reported net of related income taxes.

The portion of cash flow hedges in AOCI expectedbéoreclassified to earnings during the next twehanths is
$611 thousand loss.

Credit Risk
Our counterparty credit quality and exposure isegally consistent with that of AEP.

VaR Associated with Risk Management Contracts



The following table shows the end, high, averagd,law market risk as measured by VaR for the gkindicated:

Six Months Ended Twelve Months Ended
June 30, 2005 December 31, 2004
(in thousands) (in thousands)
End High Average Low End High Average Low
$112 $134 $65 $38 $238 $778 $335 $115

VaR Associated with Debt Outstanding

The risk of potential loss in fair value attribul@lbo our exposure to interest rates, primarihated to longerm dek
with fixed interest rates, was $34 million and $8B8lion at June 30, 2005 and December 31, 2004qeas/ely. Wt
would not expect to liquidate our entire debt paitfin a oneyear holding period. Therefore, a near term chan
interest rates should not negatively affect ounlteof operation or financial position.




PUBLIC SERVICE COMPANY OF OKLAHOMA
CONDENSED STATEMENTS OF OPERATIONS

For the Three and Six Months Ended June 30, 2005 dr2004

(Unaudited)
(in thousands)

Three Months Ended

Six Months Ended

2005 2004 2005 2004
OPERATING REVENUES
Electric Generation, Transmission and Distribu $ 272,69. $ 228,86 $ 523,06. $ 432,90°
Sales to AEP Affiliates 13,65( 2,95¢ 16,28: 6,09¢
TOTAL 286,34 231,81¢ 539,34 439,00:
OPERATING EXPENSES

Fuel for Electric Generation 129,53¢ 87,00¢ 263,70 176,08
Fuel from Affiliates for Electric Generation - - - 11
Purchased Energy for Resale 30,13: 5,58¢ 44,92t 14,75
Purchased Electricity from AEP Affiliates 15,38¢ 28,20( 38,23« 55,09¢
Other Operation 36,28 36,97¢ 66,47 80,37
Maintenance 14,15: 22,87¢ 25,51: 35,99°
Depreciation and Amortization 22,24 22,15¢ 44.,86¢ 44,33¢
Taxes Other Than Income Taxes 6,061 9,72 15,73¢ 19,54«
Income Taxes (Credits) 5,657 2,42¢ 4,80¢ (4,909
TOTAL 259,46 214,95¢ 504,25¢ 421,28
OPERATING INCOME 26,88! 16,86( 35,08¢ 17,71¢
Nonoperating Incom 524 127 1,00z 371
Nonoperating Expenst 38¢ 762 93¢ 1,30¢
Nonoperating Income Tax Crel 171 467 421 85¢
Interest Charges 8,621 9,301 16,49¢ 19,25
NET INCOME (LOSS) 18,57( 7,391 19,07t (1,612
Preferred Stock Dividend Requirements 53 53 10¢€ 10¢€
EARNINGS (LOSS) APPLICABLE TO

COMMON STOCK $ 18,517 $ 7,33¢ % 18,96¢ $ (1,719

The common stock of PSO is owned by a wholly-owned subsidiary of AEP.

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




PUBLIC SERVICE COMPANY OF OKLAHOMA

CONDENSED STATEMENTS OF CHANGES IN COMMON SHAREHOLD ER’S
EQUITY AND COMPREHENSIVE INCOME (LOSS)

For the Six Months Ended June 30, 2005 and 2004

DECEMBER 31, 2003

Gain on Reacquired Preferred Stock
Common Stock Dividends

Preferred Stock Dividends

TOTAL

COMPREHENSIVE LOSS

Other Comprehensive Loss, Net of Taxes:

Cash Flow Hedges, Net of Tax of $283
NET LOSS

TOTAL COMPREHENSIVE LOSS
JUNE 30, 2004

DECEMBER 31, 2004

Common Stock Dividends
Preferred Stock Dividends

TOTAL

COMPREHENSIVE INCOME

Other Comprehensive Loss, Net of Taxes:

Cash Flow Hedges, Net of Tax of $798
NET INCOME

TOTAL COMPREHENSIVE INCOME

JUNE 30, 2005

(Unaudited)
(in thousands)

Accumulated

Other

Common Paid-in Retained Comprehensive

Stock Capital Earnings Income (Loss) Total
$ 157,23($ 230,01¢$ 139,60:$ (43,84)% 483,00¢
2 2
(17,500 (17,500
(10€) (10€)
465,40«
(526) (52¢€)
(1,617 (1,612
(2,139
$ 157,23($ 230,01¢$ 120,38($ (44,36)% 463,26t
$ 157,23($ 230,01¢$ 141,93!'$ 75 $ 529,25t
(17,000 (17,000
(10€) (10€)
512,15(
(1,487) (1,487)
19,07¢ 19,07¢
17,59:
$ 157,23($ 230,01¢$ 143,90: % (1,406)% 529,74.

See Condensed Notes to Financial Satements of Registrant Subsidiaries.




PUBLIC SERVICE COMPANY OF OKLAHOMA
CONDENSED BALANCE SHEETS

ASSETS
June 30, 2005 and December 31, 2004
(Unaudited)
(in thousands)
2005 2004
ELECTRIC UTILITY PLANT
Production $ 1,06947 $ 1,072,02
Transmission 472,94 468,73!
Distribution 1,114,57. 1,089,18
General 200,68: 200,04«
Construction Work in Progress 54.,45¢ 41,02¢
Total 2,912,13. 2,871,010
Accumulated Depreciation and Amortization 1,131,11. 1,117,117
TOTAL - NET 1,781,021 1,753,90:
OTHER PROPERTY AND INVESTMENTS
Nonutility Property, Ne 4,59¢ 4,401
Other Investments - 81
TOTAL 4,59¢ 4,48
CURRENT ASSETS

Cash and Cash Equivalents 77€ 91
Other Cash Deposits 6 18¢
Advances to Affiliates 7,084 -
Accounts Receivable:

Customers 18,35¢ 34,00:

Affiliated Companies 39,59¢ 46,39¢

Miscellaneous 7,79¢ 6,98¢

Allowance for Uncollectible Accounts - (76)
Fuel Inventory 17,71 14,26¢
Materials and Supplies 38,79 35,48¢
Risk Management Assets 6,204 21,38¢
Regulatory Asset for Under-Recovered Fuel Costs - 36€
Margin Deposits 1,12¢ 2,881
Prepayments and Other 2,78¢ 1,37¢
TOTAL 140,24 163,35

DEFERRED DEBITS AND OTHER ASSETS

Regulatory Assets:

Unamortized Loss on Reacquired Debt 13,58: 14,70¢

Other 20,47( 17,24¢
Long-term Risk Management Assets 7,622 14,47
Prepaid Pension Obligations 82,41: 82,41¢

Deferred Property Taxes 16,24 -



Deferred Charges and Other Assets 16,84: 18,23:
TOTAL 157,17( 147,07¢

TOTAL ASSETS $ 208303 $ 2,068,811

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




PUBLIC SERVICE COMPANY OF OKLAHOMA
CONDENSED BALANCE SHEETS
CAPITALIZATION AND LIABILITIES
June 30, 2005 and December 31, 2004
(Unaudited)

CAPITALIZATION
Common Shareholder’s Equity:
Common Stock - $15 par value per share:
Authorized - 11,000,000 shares
Issued - 10,482,000 shares
Outstanding - 9,013,000 shares
Paid-in Capital
Retained Earnings
Accumulated Other Comprehensive Income (Loss)

Total Common Shareholder’s Equity
Cumulative Preferred Stock Not Subject to Manda®egemption

Total Shareholders’ Equity

Long-term Debt:
Nonaffiliated
Affiliated

Total Long-term Debt

TOTAL

CURRENT LIABILITIES

Long-term Debt Due Within One Year - Nonaffiliated
Long-term Debt Due Within One Year - Affiliated
Advances from Affiliates
Accounts Payable:

General

Affiliated Companies
Customer Deposits
Taxes Accrued
Interest Accrued
Risk Management Liabilities
Regulatory Liability for Over-Recovered Fuel Costs
Obligations Under Capital Leases
Other

TOTAL

DEFERRED CREDITS AND OTHER LIABILITIES
Deferred Income Taxes
Long-term Risk Management Liabilities
Regulatory Liabilities:
Asset Removal Costs
Deferred Investment Tax Credits

2005

2004

(in thousands)

157,23( $ 157,23
230,01 230,01
143,90 141,93
(1,409) 75
529,74 529,25(
5,26: 5,26
535,00« 534,51
521,04 446,09;
- 50,00
521,04 496,09
1,056,04! 1,030,61
- 50,00
50,00 -
- 55,00:
112,43! 71,44
67,00: 58,63
34,77 33,75
29,99¢ 18,83
3,32 4,02:
6,58¢ 13,70
1,18¢ -
602 537
21,08: 30,47
326,98! 336,41
387,52 384,00(
4,25 7,45¢
233,77 220,29
27,72 28,62



SFAS 109 Regulatory Liability, Net 20,73¢ 21,96:

Unrealized Gain on Forward Commitments 6,70: 19,67¢
Obligations Under Capital Leases 1,117 747
Deferred Credits and Other 18,18: 18,94¢
TOTAL 699,99¢ 701,79¢

Commitments and Contingencies (Note 5)

TOTAL CAPITALIZATION AND LIABILITIES $ 2,083,033 $ 2,068,81

See Condensed Notes to Financial Satements of Registrant Subsidiaries.




PUBLIC SERVICE COMPANY OF OKLAHOMA
CONDENSED STATEMENTS OF CASH FLOWS
For the Six Months Ended June 30, 2005 and 2004

(Unaudited)
(in thousands)

2005 2004
OPERATING ACTIVITIES
Net Income (Loss) $ 19,07 $ (1,619
Adjustments to Reconcile Net Income to Net Cash Ries From Operating
Activities:
Depreciation and Amortization 44,86¢ 44,33t
Deferred Property Taxes (16,249 (17,299
Deferred Income Taxes 2,99¢ 11,04:
Deferred Investment Tax Credits (89¢€) (89%)
Mark-to-Market of Risk Management Contracts 10,93¢ 10,23"
Fuel Recovery 1,551 (12,689
Change in Other Noncurrent Assets (16,85¢) (4,152)
Change in Other Noncurrent Liabilities (1,949 (4,605)
Changes in Components of Working Capital:
Accounts Receivable, Net 21,55¢ (5,447)
Fuel, Materials and Supplies (6,755 (3,539
Accounts Payable 49,95¢ 20,50¢
Customer Deposits 1,017 2,952
Taxes Accrued 11,16 7,911
Interest Accrued (699) (259)
Other Current Assets 34< 3,51¢
Other Current Liabilities (9,326 (13,899
Net Cash Flows From Operating Activities 110,73¢ 36,12¢
INVESTING ACTIVITIES
Construction Expenditures (55,449 (36,719
Change in Other Cash Deposits, Net 182 3,56¢
Proceeds from Sale of Assets - 45¢
Net Cash Flows Used For Investing Activities (55,26) (32,69()
FINANCING ACTIVITIES
Issuance of Long-term Debt 74,40¢ 83,12¢
Retirement of Long-term Debt (50,000 (111,020
Reacquired Preferred Stock - (3)
Changes in Advances to/from Affiliates, Net (62,08¢) 42,17(
Dividends Paid on Common Stock (17,000 (27,500
Dividends Paid on Cumulative Preferred Stock (106) (106)
Net Cash Flows Used For Financing Activities (54,789 (3,330)
Net Increase in Cash and Cash Equivalents 687 10¢
Cash and Cash Equivalents at Beginning of Period 91 3,73¢




Cash and Cash Equivalents at End of Period $ 77€ $ 3,84:

SUPPLEMENTAL DISCLOSURE:
Cash paid (received) for interest net of capitaliaenounts was $15,028,000 and $17,600,000 anddorie taxe

was $3,590,000 and $(2,695,000) in 2005 and 2@spectively. Noncash capital lease acquisitionse 138,00
and $337,000 in 2005 and 2004, respectively. Coastn Expenditures include the change in constroatlatec
Accounts Payable of $(595,000) and $(174,000) Db28nhd 2004, respectively.

See Condensed Notes to Financial Satements of Registrant Subsidiaries.




PUBLIC SERVICE COMPANY OF OKLAHOMA
INDEX TO CONDENSED NOTES TO FINANCIAL STATEMENTS OF REGISTRANT SUBSIDIARIES

The condensed notes to PS@ondensed financial statements are combined tiwthcondensed notes to finan
statements for other subsidiary registrants. Lisieldw are the condensed notes that apply to PSO.

Footnote

Reference
Significant Accounting Matters Note 1
New Accounting Pronouncemer Note 2
Rate Matters Note 3
Commitments and Contingencies Note 5
Guarantees Note 6
Benefit Plans Note 8
Business Segments Note 9
Income Taxes Note 10
Financing Activities Note 11

Company-wide Staffing and Budget Review Note 12




SOUTHWESTERN ELECTRIC POWER COMPANY CONSOLIDATED




SOUTHWESTERN ELECTRIC POWER COMPANY CONSOLIDATED
MANAGEMENT 'S FINANCIAL DISCUSSION AND ANALYSIS

Results of Operations

Second Quarter of 2005 Compared to Second Qudri&0d

Reconciliation of Second Quarter of 2004 to Secor@uarter of 2005 Net Income

(in millions)

Second Quarter of 2004 Net Incom $ 28
Changes in Gross Margin.
Retail Margins (a (14
Off-system Sale 3
Other Revenue 1

Total Change in Gross Margin (10
Changes in Operating Expenses and Othe
Other Operation and Maintenar (6)
Depreciation and Amortizatic (1)
Taxes Other Than Income Ta» (1)
Interest Charge 1

Total Change in Operating Expenses and Othel (7
Income Tax Expens 8
Second Quarter of 2005 Net Incom $ 19

(a@)includes firm wholesale sales to municipals andpeoatives.

Net Income decreased $9 million to $19 million lire tsecond quarter of 2005. The key drivers weré&Qarillion
decrease in gross margin and a $7 million net aggeén operating expenses and other, partiallyeolfg an $8 milliol
decrease in Income Tax Expense.

The major components of our change in gross madgfined as revenues net of related fuel and psezhaowel
were as follows:

» Retail Margins decreased $14 millipnmarily due to a $22 million decrease in net fi@lenue/fuel expense,
which $11 million is increased capacity expensésetfby an increase in retail base revenue of $fomiand ar
increase of $3 million in wholesale base revenue,td higher volumes.

» Margins from Offsystem Sales increased $3 million primarily duenicreased capacity and affiliated se
margins.

Operating Expenses and Other changed betweenasé&rows:

« Other Operation and Maintenance expenses incre&g&edlllion primarily due to increased maintenangpens:
of $4 million resulting from extended power planitages, increased production related expense ajtte!
administrative and general expenses.



Income Taxes

The effective tax rates for the second quartero®b2and 2004 were 22.1% and 33.2%, respectively.diffierence i
the effective income tax rate and the federal &tagurate of 35% is due to permanent differencesoréization o
investment tax credits, state income taxes anddéedeome tax adjustments. The decrease in tleetfe tax rate fc
the comparative period is primarily due to statd ktal income taxes, changes in permanent difteemand feder
income tax adjustments.

Six Months Ended June 30, 2005 Compared to Six MoBnhded June 30, 2004

Reconciliation of Six Months Ended June 30, 2004 8ix Months Ended June 30, 2005 Net Income
(in millions)

Six Months Ended June 30, 2004 Net Inconr $ 33

Changes in Gross Margin:

Retail Margins (a (9
Off-system Sale 2
Transmission Revenu: (1)
Other Revenue 2

Total Change in Gross Margin (6)

Changes in Operating Expenses and Othe
Other Operation and Maintenar -

Depreciation and Amortizatic (2
Interest Charge 3

Total Change in Operating Expenses and Othel 1
Income Tax Expens 4
Six Months Ended June 30, 2005 Net Incon $ 32

(a@)includes firm wholesale sales to municipals andpeoatives.

Net Income decreased $1 million to $32 million fbe six months ended June 30, 2005. The key dvirger a $t
million decrease in gross margin, offset by a $#lioni decrease in Income Tax Expense.

The major components of our change in gross madgfined as revenues net of related fuel and psezhaowel
were as follows:

» Retail Margins decreased $9 millignimarily due to a $24 million decrease in net ft@lenue/fuel expense,
which $13 million is increased capacity expensésetfby an increase in retail base revenue of $iomiand ar
increase of $10 million in wholesale base revedue,to higher volumes.

« Margins from Off-system Sales increased $2 milfiimarily due to higher optimization activity.

« Transmission Revenues decreased $1 million prigndtie to reduced SPP revenues.

Operating Expenses and Other changed betweenasérdows:

» Operation expenses decreased $3 million primati/th a $6 million adjustment in 2004 for affilidt®ATT anc
ancillary services resulting from revised ERCOTadat the years 2001 through 2003, offset in pgu$® million
of higher production plant related expenses. Maimee expense increased $4 million primarily duenggol
power plant outages in 2005.



» Interest Charges decreased $3 million primarily ttlusefinancing debt maturities and optional redgéoms with
lower cost debt.

Income Taxes

The effective tax rates for the six months ende€@b2dhd 2004 were 23.9% and 29.3%, respectively.difference i
the effective income tax rate and the federal &tayurate of 35% is due to permanent differencesoréization o
investment tax credits, state income taxes anddedeome tax adjustments. The decrease in tlee®fe tax rate fc
the comparative period is primarily due to stamme taxes and changes in permanent differences.

Financial Condition

Credit Ratings

The rating agencies currently have us on stableaktCurrent ratings are as follows:

Moody'’s S&P Fitch
First Mortgage Bonds A3 A- A
Senior Unsecured Debt Baal BBB A-

Cash Flow

Cash flows for the six months ended June 30, 20052804 were as follows:

2005 2004
(in thousands)

Cash and Cash Equivalents at Beginning of Period $ 2308 $ 567¢
Cash Flows From (Used For):

Operating Activities 98,13¢ 112,96¢

Investing Activities (65,750  (42,76()

Financing Activities (30,10¢)  (64,28()
Net Increase in Cash and Cash Equival 2,28: 5,92¢
Cash and Cash Equivalents at End of Period $ 4591 % 11,60:

Operating Activities

Our Net Cash Flows From Operating Activities we88 $illion in 2005. We produced income of $32 roitliduring
the period and noncash expense items of $66 miftorDepreciation and Amortization offset by $(18)llion in
amortization expense related to Deferred Propesye$. The other changes in assets and liabilg@esent items tr
had a current period cash flow impact, such asgdémm working capital, as well as items that reeng future righ
or obligations to receive or pay cash, such aslaggy assets and liabilities. The current perictivity in working
capital relates to a number of items; the mostisagmt are Accounts Receivable, Net and AccourdayaBle
Accounts Receivable, Net decreased $12 milliontedl#o decreased affiliated energy transactionsoiwats Payab
increased $28 million due primarily to higher vendaated payables and higher energy transactions.

Our Net Cash Flows From Operating Activities wetd & million in 2004. We produced income of $33 iiil during
the period and noncash expense items of $63 miftorDepreciation and Amortization offset by $(18)llion in
amortization expense related to Deferred Propeske$. The other changes in assets and liabilg@esent items tr
had a current period cash flow impact, such asgémm working capital, as well as items that reeng future righ
or obligations to receive or pay cash, such aslaggy assets and liabilities. The current perictivity in working



capital relates to a number of items; the mostiiggmt are Accounts Receivable, Net, Taxes Accraad Intere:
Accrued. Accounts Receivables, Net increased $4omikelated to affiliated energy transactions. @sAccrue
increased $46 million primarily due to the annwal ccruals related to 2004 property taxes andnbinerease (
income tax related accruals. Interest Accrued desea@ $5 million primarily related to retirementdatbt.

Investing Activities

Net Cash Flows Used For Investing Activities dur@D5 and 2004 were $66 million and $43 milliorspectively
They were comprised of Construction Expenditurdated to projects for improved transmission andritigtion
service reliability. For the remainder of 2005, expect our Construction Expenditures to be appratéiy $13I
million.

Financing Activities

Net Cash Flows Used For Financing Activities we8® $illion during 2005. During the six months endrohe 3(
2005, we loaned $149 million to the Utility Monewd?, issued Senior Unsecured Notes for $150 milfianthe
purpose of funding the July 1, 2005 maturity of @200 million Senior Unsecured Notes and retiredfion of
Note Payable. Common stock dividends were $25anil

Net Cash Flows Used For Financing Activities wegd $nillion during 2004. During the six months endkohe 3(
2004, we increased our Utility Money Pool borrowimg $93 million, retired $120 million of First M@age Bond:
retired $5 million of Note Payable, replaced $98iar of Installment Purchase Contracts with lowariable intere:
rate long-term debt of the same principal amoudtaid $30 million in common stock dividends.

Financing Activity

Long-term issuances and retirements during thedixsmonths of 2005 were:

Issuances
Principal Interest Due
Type of Debt Amount Rate Date
(in
thousands) (%)
Senior Unsecured Notes $ 150,00(@) 4.90 2015

(a) Represents issuance in advaho®aturity of $200 million, 4.50% Senior Unsealire
Notes on July 1, 200!

Retirements

Principal Interest Due
Type of Debt Amount Rate Date
(in
thousands) (%)
Note Payablt $ 3,41¢ 4.47 2011
Note Payablt 1,50C Variable 2008

Liquidity

We have solid investment grade ratings, which wtiesired provide us ready access to capital marketsder tc
issue new debt, refinance short-term debt or raieadongterm debt maturities. In addition, we participatetie



Utility Money Pool, which provides access to AER¢iidity.

Summary Obligation Information

A summary of our contractual obligations is incldda our 2004 Annual Report and has not changewifgigntly
from year-end other than the issuances and retirenuiiscussed above.

Significant Factors

See the “Combined Management’s Discussion and Amslpf Registrant Subsidiariesection for addition.
discussion of factors relevant to us.

Critical Accounting Estimates

See “Critical Accounting Estimates” section of “Cloimed Managemerd’ Discussion and Analysis of Regist
Subsidiaries”in the 2004 Annual Report for a discussion of tlséingates and judgments required for regule
accounting, revenue recognition, the valuatioroofjHived assets, the accounting for pension and gibstretiremer
benefits and the impact of new accounting pronoonecgs.




QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT RISK ~ MANAGEMENT ACTIVITIES

Market Risks

Our risk management policies and procedures antgutesl and administered at the AEP ConsolidatelleSe:
complete discussion within AEP’s “Quantitative aQdialitative Disclosures About Risk Management Atgg”
section. The following tables provide informatidmoat AEP’s risk management activities’ effect on us

MTM Risk Management Contract Net Assets

This table provides detail on changes in our MTMasset or liability balance sheet position frone period to the
next.

MTM Risk Management Contract Net Assets
Six Months Ended June 30, 2005
(in thousands)

Total MTM Risk Management Contract Net Assets at Deember 31, 2004 $ 17,52
(Gain) Loss from Contracts Realized/Settled DuthegyPeriod (a) (3,42%)
Fair Value of New Contracts When Entered DuringRleeiod (b) 47
Net Option Premiums Paid/(Received) (84)
Change in Fair Value Due to Valuation Methodolodwa@ges -
Changes in Fair Value of Risk Management Contra@bts (1,08%)
Changes in Fair Value of Risk Management Contralttxated to Regulated Jurisdictions (e) (8,479
Total MTM Risk Management Contract Net Assets 4,49¢
Net Cash Flow Hedge Contracts (1,319
Total MTM Risk Management Contract Net Assets at June 30, 2005 $ 3,18¢

(@) “(Gain) Loss from Contracts Realized/Settlegribg the Period’'includes realized risk management conti
and related derivatives that settled during 200Brevtwe entered into the contract prior to 2005.

(b) “Fair Value of New Contracts When Entered Dgrihe Period” represents the fair value at inogptf long-
term contracts entered into with customers duri@@52 Most of the fair value comes from longer tdixed
price contracts with customers that seek to lifdirt risk against fluctuating energy prices. Inaaptvalue i
only recorded if observable market data can beimmddafor valuation inputs for the entire contragtn. The
contract prices are valued against market curvescasted with the delivery location and delivemye

(c) “Net Option Premiums Paid/(Received¥gflects the net option premiums paid/(received)tteesy relate t
unexercised and unexpired option contracts tha¢ wetered in 2005.

(d) “Changes in Fair Value of Risk Management Caxts”represents the fair value change in the risk mamagi
portfolio due to market fluctuations during the reut period. Market fluctuations are attributabdevariou:
factors such as supply/demand, weather, storage, et

(e) “Changes in Fair Value of Risk Management Gauois Allocated to Regulated Jurisdictionstates to the n
gains (losses) of those contracts that are noeateftl in the Condensed Consolidated Statementscofrie
These net gains (losses) are recorded as regukdegys/liabilitiegor those subsidiaries that operate in regu
jurisdictions.

(H “Net Cash Flow Hedge Contractgirétax) are discussed below in Accumulated Othen@ehensive Incon
(Loss).

Reconciliation of MTM Risk Management Contracts to



Condensed Consolidated Balance Sheets
As of June 30, 2005
(in thousands)

MTM Risk

Managemeni  Cash Flow

Contracts (a) Hedges Total (b)
Current Assets $ 7417 $ 39 $ 7,45¢
Noncurrent Asset 9,08/ 11 9,09t
Total MTM Derivative Contract Assets 16,50: 50 16,55:
Current Liabilities (6,940 (2,09¢) (8,03¢)
Noncurrent Liabilities (5,065) (269) (5,328
Total MTM Derivative Contract Liabilities (12,009 (1,36)) (13,36¢)
Total MTM Derivative Contract Net Assets (Liabiliti es) $ 4,49¢ $ (1,310 $ 3,18t

(@) Does notinclude Cash Flow Hedges.
(b) Represents amount of total MTM derivative caats recorded within Risk Management Assets, Liengx-

Risk Management Assets, Risk Management Liabilidied Long-term Risk Management Liabilities on our
Condensed Consolidated Balance Sheets.

Maturity and Source of Fair Value of MTM Risk Management Contract Net Assets

The table presenting maturity and source of faluwaof MTM risk management contract net assets ige®vtwc
fundamental pieces of information:

» The source of fair value used in determining theyag amount of our total MTM asset or liabilitgxternal

sources or modeled internally).
«  The maturity, by year, of our net assets/liab#itigiving an indication of when these MTM amounth settle

and generate cash.

Maturity and Source of Fair Value of MTM
Risk Management Contract Net Assets
Fair Value of Contracts as of June 30, 2005
(in thousands)

After
Remainder 2009 Total
of 2005 2006 2007 2008 2009 (c) (d)

Prices Actively Quoted - Exchange Traded

Contracts $ (1,200 (10)$ 9579% - $ -$ -$ (260
Prices Provided by Other External Sources - O

Broker Quotes (a) 2,56¢ 3,37¢ 95C 1,17¢ - - 8,061
Prices Based on Models and Other Valuation

Methods (b) (1,319) (2,439 (1,055 (1049 737 87t (3,309
Total $ 388 924% 852%$ 1,07($ 737 87ES 4,49¢

(@) “Prices Provided by Other External SourcesTC@roker Quotes” reflects information obtainednfr@ver-



the-counter brokers, industry services, or multjpdety on-line platforms.

(b) “Prices Based on Models and Other Valuatiorthdds” is in absence of pricing information fromtemal
sources. Modeled information is derived using viauramodels developed by the reporting entity,aetihg
when appropriate, option pricing theory, discountadh flow concepts, valuation adjustments, etd.rany
require projection of prices for underlying comntat beyond the period that prices are availaldmfthird-
party sources. In addition, where external pridimfigrmation or market liquidity are limited, suclaluations
are classified as modeled. The determination opthiet at which a market is no longer liquid foaghg it in

the modeled category varies by market.

(c) There is mark-to-market value in excess opéfcent of our total mark-to-market value in indival periods

beyond 2009. $525 thousand of this mark-to-markétevis in 2010.
(d)  Amounts exclude Cash Flow Hedges.

Cash Flow Hedges Included in Accumulated Other Commehensive Income (Loss) (AOCI) on the Condens

Consolidated Balance Sheets

We are exposed to market fluctuations in energyroodity prices impacting our power operations. Wenitow thes
risks on our future operations and may employ wericommodity instruments and cash flow hedges tmaté the
impact of these fluctuations on the future castvélérom assets. We do not hedge all commodity prste

We employ the use of interest rate forward and swapsactions in order to manage interest rate xpool

anticipated borrowings of fixed-rate debt. We domedge all interest rate exposure.

The table provides detail on designated, effeatieh flow hedges included in the Condensed CoradetidBalanc
Sheets. The data in the table indicates the madmibéi cash flow hedges we have in place. Only ecidrdesignate
as cash flow hedges are recorded in AOCI; therefrenomic hedge contracts which are not desigredezffectiv
cash flow hedges are marked-to-market and arededlin the previous risk management tables.

Total Accumulated Other Comprehensive Income (LossActivity

Six Months Ended June 30, 2005
(in thousands)

Interest
Power Rate
Beginning Balance December 31, 2004 $ 1,18 $ (2,009 $
Changes in Fair Value (a) (1,339 (3,379
Reclassifications from AOCI to Net Income (b) (500
Ending Balance June 30, 2005 $ (6460 $ (5,386 %

(@) “Changes in Fair Value” shows changes in thevalue of derivatives designated as cash flodgks during
the reporting period that are not yet settled aeJe0, 2005. Amounts are reported net of relatednre taxes.
(b) “Reclassifications from AOCI to Net Income”presents gains or losses from derivatives usededgithg
instruments in cash flow hedges that were reciasisinto net income during the reporting period. &mts

are reported net of related income taxes above.

The portion of cash flow hedges in AOCI expectedbéoreclassified to earnings during the next twehanths is

$1,134 thousand loss.
Credit Risk

Our counterparty credit quality and exposure isegally consistent with that of AEP.



VaR Associated with Risk Management Contracts

The following table shows the end, high, averagd,law market risk as measured by VaR for the gkindicated:

Six Months Ended Twelve Months Ended
June 30, 2005 December 31, 2004
(in thousands) (in thousands)
End High Average Low End High Average Low
$133 $159 $78 $46 $283 $923 $398 $136

VaR Associated with Debt Outstanding

The risk of potential loss in fair value attribul@lbo our exposure to interest rates primarilytedlato longterm dek
with fixed interest rates was $32 million and $3illion at June 30, 2005 and December 31, 2004 ecsmely. We
would not expect to liquidate our entire debt paitf in a oneyear holding period. Therefore, a near term chan
interest rates should not negatively affect ounlteof operation or consolidated financial positio




SOUTHWESTERN ELECTRIC POWER COMPANY CONSOLIDATED
CONDENSED CONSOLIDATED STATEMENTS OF INCOME
For the Three and Six Months Ended June 30, 2005 dr2004
(Unaudited)
(in thousands)

Three Months Ended Six Months Ended
2005 2004 2005 2004

OPERATING REVENUES
Electric Generation, Transmission and Distribu $ 326,17F $ 251,55( $ 556,04¢ $ 465,50(
Sales to AEP Affiliates 6,837 17,49¢ 23,95¢ 39,70¢

TOTAL 333,01: 269,04¢ 580,00¢ 505,20¢

OPERATING EXPENSES

Fuel for Electric Generation 116,16 94,24¢ 206,27 183,06¢
Purchased Electricity for Resale 32,80: (4,009 46,18: 1,92¢
Purchased Electricity from AEP Affiliates 22,00: 7,11 27,86 14,42(
Other Operation 47,11¢ 44,59 91,56¢ 94,86:
Maintenance 27,64¢ 24,01 43,36( 39,65¢
Depreciation and Amortization 33,25, 31,97¢ 65,65( 63,26¢
Taxes Other Than Income Taxes 15,88’ 15,14¢ 31,55( 31,71t
Income Taxes 5,861 14,43¢ 10,45 14,57(
TOTAL 300,73t 227,52( 522,90¢ 443,48:
OPERATING INCOME 32,27¢ 41,52¢ 57,10( 61,72¢
Nonoperating Incom 991 79z 2,31(C 2,19¢
Nonoperating Expenst 617 12% 1,091 1,33¢
Nonoperating Income Tax Crel 371 541 571 897
Interest Charges 12,90: 13,37¢ 25,68: 28,82:
Minority Interest (814 (819 (1,700 (1,699
NET INCOME 19,30¢ 27,94¢ 31,50¢ 32,96¢
Preferred Stock Dividend Requirements 58 58 11E 11E

EARNINGS APPLICABLE TO COMMON
STOCK $ 19,24¢ $ 27,88t $ 31,39¢ $ 32,85¢

The common stock of SWVEPCo is owned by a wholly-owned subsidiary of AEP.

See Condensed Notes to Financial Satements of Registrant Subsidiaries.




SOUTHWESTERN ELECTRIC POWER COMPANY CONSOLIDATED
CONDENSED CONSOLIDATED STATEMENTS OF CHANGES IN COM MON SHAREHOLDER'S
EQUITY AND COMPREHENSIVE INCOME (LOSS)

For the Six Months Ended June 30, 2005 and 2004

DECEMBER 31, 2003

Common Stock Dividends
Preferred Stock Dividends

TOTAL

COMPREHENSIVE INCOME

Other Comprehensive Income (Loss), Net of

Taxes:
Cash Flow Hedges, Net of Tax of $333
Minimum Pension Liability, Net of Tax of
$12,420

NET INCOME

TOTAL COMPREHENSIVE INCOME
JUNE 30, 2004

DECEMBER 31, 2004

Common Stock Dividends
Preferred Stock Dividends

TOTAL

COMPREHENSIVE INCOME

Other Comprehensive Loss, Net of Taxes:
Cash Flow Hedges, Net of Tax of $2,807
NET INCOME

TOTAL COMPREHENSIVE INCOME

JUNE 30, 2005

(Unaudited)

(in thousands)

Accumulated
Other
Common Paid-in Retained Comprehensive
Stock Capital Earnings Income (Loss) Total
$ 135,66($% 245,00{$% 359,90 $ (43,910% 696,66(

(30,000 (30,000

(115) (115)

(61€) (61€)

23,06¢ 23,06¢

32,96¢ 32,96¢

55,41¢

$ 135,66($ 245,00:$ 362,76($ (21,469$ 721,96:
$ 135,66($% 245,00:$ 389,13'$ (1,180$ 768,61t
(25,000 (25,000

(115) (115)

743,50:

(5,212 (5,219

31,50¢ 31,50¢

26,29’

$ 135,66($ 245,00:$ 39552¢($ (6,399% 769,80(

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




SOUTHWESTERN ELECTRIC POWER COMPANY CONSOLIDATED

CONDENSED CONSOLIDATED BALANCE SHEETS

ASSETS

June 30, 2005 and December 31, 2004

(Unaudited)

(in thousands)

ELECTRIC UTILITY PLANT

Production

Transmission

Distribution

General

Construction Work in Progress

Total
Accumulated Depreciation and Amortization

TOTAL - NET

OTHER PROPERTY AND INVESTMENTS

Nonutility Property, Ne
Other Investments

TOTAL

CURRENT ASSETS

Cash and Cash Equivalents
Other Cash Deposits
Advances to Affiliates
Accounts Receivable:
Customers
Affiliated Companies
Miscellaneous
Allowance for Uncollectible Accounts
Fuel Inventory
Materials and Supplies
Risk Management Assets
Regulatory Asset for Under-Recovered Fuel Costs
Margin Deposits
Prepayments and Other
TOTAL

DEFERRED DEBITS AND OTHER ASSETS

Regulatory Assets:
SFAS 109 Regulatory Asset, Net
Unamortized Loss on Reacquired Debt
Other

Long-term Risk Management Assets

2005 2004
1,667,72. $ 1,663,16.
639,96t 632,96
1,133,74 1,114,48
435,12 427,91(
70,16 48,85:
3,946,72 3,887,36
1,762,56 1,709,75i
2,184,16 2,177,60'
4,04 4,04¢
4,62¢ 4,62¢
8,67¢ 8,67
4,59] 2,30¢
- 6,292
188,07° 39,10¢
39,84: 39,04
16,44 28,81’
5,21¢ 5,85¢
(5) (49)
44,26( 45,79:
36,02% 36,05:
7,45¢ 25,37¢
25,76: 4,68
1,341 3,41¢
17,04¢ 18,33
386,05¢ 255,03t
21,90¢ 18,00(
19,36¢ 20,76t
13,23¢ 16,35(
9,09¢ 17,17¢



Prepaid Pension Obligations
Deferred Property Taxes
Deferred Charges

TOTAL

TOTAL ASSETS

See Condensed Notes to Financial Statements of Registrant Subsidiaries.

80,59¢ 81,13
19,041 -
46,15¢ 51,56
209,40t 204,98

$ 2,788,300 $ 2,646,30




SOUTHWESTERN ELECTRIC POWER COMPANY CONSOLIDATED

CONDENSED CONSOLIDATED BALANCE SHEETS
CAPITALIZATION AND LIABILITIES
June 30, 2005 and December 31, 2004

(Unaudited)

CAPITALIZATION

2005

2004

Common Shareholder’s Equity:
Common Stock - $18 par value per share:
Authorized - 7,600,000 shares
Outstanding - 7,536,640 shares
Paid-in Capital
Retained Earnings
Accumulated Other Comprehensive Income (Loss)

Total Common Shareholder’s Equity
Cumulative Preferred Stock Not Subject to Mandaegemption

Total Shareholders’ Equity
Long-term Debit:
Nonaffiliated
Affiliated

Total Long-term Debt
TOTAL

Minority Interest

CURRENT LIABILITIES

(in thousands)

Long-term Debt Due Within One Year - Nonaffiliated
Accounts Payable:
General
Affiliated Companies
Customer Deposits
Taxes Accrued
Interest Accrued
Risk Management Liabilities
Obligations Under Capital Leases
Regulatory Liability for Over-Recovered Fuel Costs
Other

TOTAL

DEFERRED CREDITS AND OTHER LIABILITIES

Deferred Income Taxes
Long-term Risk Management Liabilities
Reclamation Reserve
Regulatory Liabilities:
Asset Removal Costs
Deferred Investment Tax Credits
Excess Earnings

135,66( $  135,66(
245,00 245,00
395,52 389,13
(6,392) (1,180
769,80 768,61
4,70( 4,70(
774,50 773,31
690,54 545,39
50,00( 50,00(
740,544 595,39
1,515,041 1,368,71:
1,95: 1,12¢
209,95 209,97
56,58: 40,00:
42,09¢ 33,28t
30,08: 30,55(
46,43 45,47
12,04¢ 12,50
8,03¢ 18,60;
4,781 3,69-
6,07¢ 9,891
34,41¢ 33,41
450,51 437,40
401,15 399,75
5,32¢ 9,12¢

- 7,62
251,38; 249,89;
33,39: 35,53¢
3,167 3,167



Other 6,66 21,32(

Asset Retirement Obligations 33,46 27,36:
Obligations Under Capital Leases 33,57¢ 30,85¢
Deferred Credits and Other 52,65¢ 54,43(
TOTAL 820,79: 839,07:

Commitments and Contingencies (Note 5)

TOTAL CAPITALIZATION AND LIABILITIES $ 2,788,300 $ 2,646,30

See Condensed Notes to Financial Satements of Registrant Subsidiaries.




SOUTHWESTERN ELECTRIC POWER COMPANY CONSOLIDATED
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
For the Six Months Ended June 30, 2005 and 2004

(Unaudited)
(in thousands)

2005 2004
OPERATING ACTIVITIES
Net Income $ 31,50¢ $ 32,96¢
Adjustments to Reconcile Net Income to Net Cash Ries From Operating
Activities:
Depreciation and Amortization 65,65( 63,26«
Deferred Property Taxes (19,049 (19,375
Deferred Income Taxes 17€ (4,519
Deferred Investment Tax Credits (2,147 (2,167)
Mark-to-Market of Risk Management Contracts 13,03: 12,18:
Over/Under Fuel Recovery (24,890 8,59¢
Change in Other Noncurrent Assets 6,32¢ (12,889
Change in Other Noncurrent Liabilities (20,987 3,74
Changes in Components of Working Capital:
Accounts Receivable, Net 12,17: (4,477
Fuel, Materials and Supplies 1,562 2,11(
Accounts Payable 27,77 3,352
Taxes Accrued 95¢ 46,48¢
Customer Deposits (46¢) 2,471
Interest Accrued (460) (5,009
Other Current Assets 3,361 5,72
Other Current Liabilities 3,61¢ (19,51
Net Cash Flows From Operating Activities 98,13¢ 112,96t
INVESTING ACTIVITIES
Construction Expenditures (72,150 (45,879
Change in Other Cash Deposits, Net 6,292 80:<
Proceeds from Sale of Assets 10¢ 2,31¢
Net Cash Flows Used For Investing Activities (65,75() (42,76()
FINANCING ACTIVITIES
Issuance of Long-term Debt 148,89! 92,44
Retirement of Long-term Debt (4,915 (220,000)
Changes in Advances to/from Affiliates, Net (148,97) 93,39«
Dividends Paid on Common Stock (25,000 (30,000
Dividends Paid on Cumulative Preferred Stock (115) (115)
Net Cash Flows Used For Financing Activities (30,10¢) (64,28()
Net Increase in Cash and Cash Equivalents 2,28:¢ 5,92¢
Cash and Cash Equivalents at Beginning of Period 2,30¢ 5,67¢
Cash and Cash Equivalents at End of Period $ 4,591 $ 11,60:




SUPPLEMENTAL DISCLOSURE:

Cash paid for interest net of capitalized amounts 22,279,000 and $29,841,000 and for income taes
$35,969,000 and $3,220,000 in 2005 and 2004, rasplc Noncash capital lease acquisitions werd32,000 an
$16,379,000 in 2005 and 2004, respectively. Coastma Expenditures include the change in constonetelatec
Accounts Payable of $(2,377,000) and $164,000 0520hd 2004, respectively.

See Condensed Notes to Financial Statements of Registrant Subsidiaries.




SOUTHWESTERN ELECTRIC POWER COMPANY CONSOLIDATED
INDEX TO CONDENSED NOTES TO FINANCIAL STATEMENTS OF REGISTRANT SUBSIDIARIES

The condensed notes to SWEP€abndensed consolidated financial statements @rdioed with the condens
notes to financial statements for other subsidi@gyistrants. Listed below are the condensed ndtas apply t
SWEPCo.

Footnote

Reference
Significant Accounting Matters Note 1
New Accounting Pronouncemer Note 2
Rate Matters Note 3
Commitments and Contingencies Note 5
Guarantees Note 6
Benefit Plans Note 8
Business Segments Note 9
Financing Activities Note 11

Company-wide Staffing and Budget Review Note 12




CONDENSED NOTES TO FINANCIAL STATEMENTS OF REGISTRA NT SUBSIDIARIES

The condensed notes to financial statements thatM@re a combined presentation for ABR&gistrant subsidiarit
The following list indicates the registrants to alnthe footnotes apply:

1. Significant Accounting Matters AEGCo, APCo, CSPCo, 1&M, KPCo, OPCo, PSO, SWEPQoC;
TNC

2. New Accounting Pronouncemer AEGCo, APCo, CSPCo, I1&M, KPCo, OPCo, PSO, SWEPQoC,
TNC

3. Rate Matters APCo, CSPCo, I&M, KPCo, OPCo, PSO, SWEPCo, TCC, TNC

4. Customer Choice and Industry RestructurCSPCo, OPCo, TCC, TNC

5. Commitments and Contingencies AEGCo, APCo, CSPCo, I1&M, KPCo, OPCo, PSO, SWEPQQC'
TNC

6. Guarantees AEGCo, APCo, CSPCo, I&M, KPCo, OPCo, PSO, SWEPQoC,
TNC

7. Acquisitions, Dispositions and Assets HeCSPCo, TCC

for Sale

8. Benefit Plans APCo, CSPCo, 1&M, KPCo, OPCo, PSO, SWEPCo, TCC, TNC

9. Business Segments AEGCo, APCo, CSPCo, I1&M, KPCo, OPCo, PSO, SWEPQGoC;
TNC

10.Income Taxes APCo, CSPCo, OPCo, PSO, TCC

11.Financing Activities AEGCo, APCo, CSPCo, I1&M, KPCo, OPCo, PSO, SWEPQoC;
TNC

12.Company-wide Staffing and Budget RevieAEGCo, APCo, CSPCo, 1&M, KPCo, OPCo, PSO, SWEPQoC;
TNC




1. SIGNIFICANT ACCOUNTING MATTERS

General

The accompanying unaudited interim financial sta&et® should be read in conjunction with the 2004 /&t Repol
as incorporated in and filed with the 2004 FormKkL0-

In the opinion of management, the unaudited intdnrancial statements reflect all normal and reiagriaccruals ar
adjustments which are necessary for a fair pregentaf the results of operations for interim peiso

Components of Accumulated Other Comprehensive Ineothoss)

Accumulated Other Comprehensive Income (Loss)ctided on the balance sheet in the capitalizatemtian. Thi
components of Accumulated Other Comprehensive lrecgboss) for Registrant Subsidiaries are shown hie
following table:

December
June 30, 31,
2005 2004
(in thousands)
Components
Cash Flow Hedges:
APCo $ (23,200 $ (9,329
CSPCo (2,897 1,39:¢
&M (8,76¢) (4,07¢)
KPCo (1,149 81<
OPCo (5,85¢) 1,241
PSO (1,089 40C
SWEPCo (6,032 (820
TCC (357) 657
TNC (154) 28t
Minimum Pension Liability:
APCo $ (72,34 % (72,34
CSPCo (62,209 (62,209
&M (41,17Y) (41,17Y)
KPCo (9,58¢) (9,58¢)
OPCo (75,509 (75,509
PSO (325) (325)
SWEPCo (360) (360)
TCC (4,81¢) (4,81¢)
TNC (413) (413)

Accounting for Asset Retirement Obligations (AR

All of AEP’s Registrant Subsidiaries implementedASF 143, “Accounting for Asset Retirement Obligaggn
effective January 1, 2003, which requires entiteesecord a liability at fair value for any legablmations for ass
retirements in the period incurred. Upon establishimof a legal liability, SFAS 143 requires a cepending asset

be established which will be depreciated over sisful life.



The following is a reconciliation of beginning arhding aggregate carrying amounts of ARO by Remi
Subsidiary:

Revisions
Balance at in Cash Balance at
January 1, Liabilities Liabilities Flow June 30,
2005 Accretion Incurred Settled  Estimates 2005
(in millions)

AEGCo (a) $ 1.2 $ 01% - $ - $ -$ 1.2
APCo (a) 24.¢€ 1.C - - - 25.€
CSPCo (a) 11.€ 0.4 - - - 12.C
&M (b) 711.¢ 23.¢ - - - 735.¢
OPCo (a) 45.€ 1.8 . . . 47.2
SWEPCo (c) 27 L 0.€ 8.8 (0.2 - 36.7
TCC (d) 248.¢ 7.5 - (256.9) - -

(@) Consists of ARO related to ash ponds.

(b) Consists of ARO related to ash ponds ($1.3 milabdune 30, 2005) and nuclear decommissioning fmsthe
Cook Plant ($734.1 million at June 30, 2005).

(c) Consists of ARO related to Sabine Mining Compang Bolet Hills Lignite Company, LLC (Dolet Hills). e
current portion of Dolet Hills ARO, totaling $3.2ilfion, is included in Other in the Current Lialtiis section ¢
SWEPCo’s June 30, 2005 Condensed Consolidated Gasimeet.

(d) The ARO for TCC's share of STP was included.iabilities Held for Sale - Texas Generation Ptamt TCC's
Consolidated Balance Sheet at December 31, 200dvasdubsequently transferred to the buyer withsdte ir
the second quarter of 2005 (see “Texas Plants thSkaxas Project” section of Note 7).

Accretion expense is included in Other Operatiopesse in the respective income statements of tHeidiu
Registrant Subsidiaries.

As of June 30, 2005 and December 31, 2004, thev&dire of assets that are legally restricted fappses of settlir
I&M’ s nuclear decommissioning liabilities totaled $88#ion and $791 million, respectively, and wereoeded it
Nuclear Decommissioning and Spent Nuclear Fuel ®apTrust Funds on 1&'s Condensed Consolidated Bale
Sheets.

Reclassificatior

Certain prior period financial statement items hheen reclassified to conform to current periodsengation. Suc
reclassifications had no impact on previously reggbNet Income (LosS).

2. NEW ACCOUNTING PRONOUNCEMENTS

Upon issuance of exposure drafts or final pronomesds, we review the new accounting literature gteamine th
relevance, if any, to our business. The followiagresents a summary of new pronouncements issuatptamente
during 2005 that we have determined relate to perations.

SFAS 123 (revised 200/Share-Based Payment” (SFAS 123R)

In December 2004, the FASB issued SFAS 123R, “SBased PaymentSFAS 123R requires entities to recog
compensation expense in an amount equal to thevédire of shardased payments granted to employees.
statement eliminates the alternative to use thensgit value method of accounting previously ava#aunde
Accounting Principles Board (APB) Opinion No. 2#ctounting for Stock Issued to Employee$lie statement
effective as of the first annual period beginnifigraJune 15, 2005, with early implementation péedi. A cumulativ



effect of a change in accounting principle is relear for the effect of initially applying the statent.

The Registrant Subsidiaries will implement SFAS R28 the first quarter of 2006 using the modifiedgpectivi
method. This method requires us to record compemsakpense for all awards we grant after the tin@doption an
to recognize the unvested portion of previouslyntggd awards that remain outstanding at the timadoption as tr
requisite service is rendered. The compensationvatide based on the gradate fair value of the equity award.
Registrant Subsidiaries do not expect implememadbSFAS 123R to materially affect their resulfsoperations
cash flows or financial condition.

In March 2005, the SEC issued Staff Accounting &l No. 107 (SAB 107) which conveys the SEC ssaffews ol
the interaction between SFAS 123R and certain SH€S rand regulations. SAB 107 also provides the Sta@f's
views regarding the valuation of shdrased payment arrangements for public companies REgistrant Subsidiari
will apply the principles of SAB 107 in conjunctievith their adoption of SFAS 123R.

SFAS 154"Accounting Changes and Error Corrections” (SFAS 1

In May 2005, the FASB issued SFAS 154, which regga8PB Opinion No. 20, “Accounting Changearid FASE
Statement No. 3, “Reporting Accounting Changesnterim Financial StatementsThe statement applies to
voluntary changes in accounting principle and cleanggsulting from adoption of a new accounting pumtemer
that does not specify transition requirements. SBA8 requires retrospective application to prioriquos’ financia
statements for changes in accounting principleasnieis impracticable to determine either the qubspecific effect
or the cumulative effect of the change. SFAS 154 a¢quires that retrospective application of angkan accountir
principle be limited to the direct effects of thieange. Indirect effects of a change in accountimgciple should b
recognized in the period of the accounting chai®f6AS 154 is effective for accounting changes amdections o
errors made in fiscal years beginning after Decenile 2005 with early implementation permitted &mcountini
changes and corrections of errors made in fiscatsybeginning after the date this statement ises8FAS 154
effective for the Registrant Subsidiaries beginnlaguary 1, 2006 and will be applied when applieabl

FASB Interpretation No. 47, “Accounting for Conditinal Asset Retirement Obligations” (FIN 47)

In March 2005, the FASB issued FIN 47, which intetp the application of SFAS 143c¢counting for Asse
Retirement Obligations.’FIN 47 clarifies that the term conditional assetireenent obligation refers to a le
obligation to perform an asset retirement activityvhich the timing and/or method of settlement ewaditional on
future event that may or may not be within the parif the entity. Entities are required to recartiability for the fai
value of a conditional asset retirement obligatfote fair value of the liability can be reasonalelstimated. FIN 4
also clarifies when an entity would have sufficiemtormation to reasonably estimate the fair vabfean asst
retirement obligation.

The Registrant Subsidiaries will implement FIN 4#idg the fourth quarter for the fiscal year endibgcember 3:
2005. Implementation will require a potential adijpent for the cumulative effect for any nonregulatgerations (
initially applying FIN 47 to be recorded as a chang accounting principle, disclosure of pro forfrabilities anc
asset retirement obligations, and other additi@hstlosures. The Registrant Subsidiaries have aptpteted the
evaluation of any potential impact to their réswaif operations, cash flows or financial condition

Future Accounting Changes

The FASB’s standardetting process is ongoing and until new standaed® been finalized and issued by FA
management cannot determine the impact on thetnegaf operations that may result from any sudir change
The FASB is currently working on several projecteluding accounting for uncertain tax positionssihas
combinations, liabilities and equity, revenue redbign, pension plans, fair value measurements atated ta
impacts. Management also expects to see more FASRc as a result of the FASB'desire to conver



International Accounting Standards with those galheraccepted in the United States of America. Tittanate
pronouncements resulting from these and futureeptsjcould have an impact on future results of atpers an
financial position.

3. RATE MATTERS

As discussed in the 2004 Annual Report, certain AEBsidiaries are involved in rate and regulatagceedings
the FERC and at state commissions. The Rate Mattets within the 2004 Annual Report should be ré&z
conjunction with this report in order to gain a guete understanding of material rate matters pgihding. Th
following sections discuss current activities apdate the 2004 Annual Report.

APCo Virginia Environmental and Reliability Cost- Affecting APCo

In April 2004, the Virginia Electric Restructuringct was amended to include a provision which pesmétcovery
during the extended capped rate period ending Deeer®l, 2010, of incremental environmental comiaan:
transmission and distribution (T&D) system religi(E&R) costs prudently incurred after July 1,020 On July 1
2005, APCo filed a request with the Virginia SC@Ildgag approval for the recovery of $62 million imcremente
E&R costs through June 30, 2006. Approximately $iilion of the amount requested represents incréatdb&R
costs for the twelve months ended June 30, 2005%48dmillion represents projected incremental E&iRts to b
incurred for the twelve months ending June 30, 200& $62 million request relates to environmewtaitrols ol
coalfired generators to meet the first phase of thea€Clair Interstate Rule and Clean Air Mercury Ruileafizec
earlier this year, recovery of the incremental coisthe Jacksons Ferfyoming 765 kilovolt transmission lii
construction and other incremental T&D system beliiy costs.

Through June 30, 2005, APCo has deferred for futecevery $9 million consisting of the $14 milliof incremente
E&R costs incurred to date, partially offset by @flion of equity carrying costs not recognizabletilicollected an
$3 million of capitalized interest recorded on theremental E&R capital investments. APCo requettati a twelve-
month E&R recovery factor be applied to electricvee® bills on an interim basis beginning August2005. I
approved, the recovery factor will be applied a8.B8% surcharge to customer bills. APCo proposegramtice
under/overrecovery accounting for the difference betweenrattteal incremental costs incurred and the costvereal

On July 14, 2005, the Virginia SCC issued an ofittat established a procedural schedule in ABQuwbceedin
including a public hearing on February 7, 2006. Dhder provided that no portion of APGoapplication shou
become effective pending further decision of thegWiia SCC. Each party to the proceeding rfieylegal argumen
on or before September 6, 2005, on whether anderuwfiat circumstances, the Virginia SCC has théaity tc
make effective, on an interim basis subject to mdfuany portion of APC@' requested rate change. Manageme
unable to predict the final outcome of this prodegdIf the Virginia SCC denies recovery of netriimental amoun
deferred of $9 million, it would adversely affecP80’s future results of operations and cash flows.

APCo West Virginia Rate Cas- Affecting APCo

On July 1, 2005, APCo and WPCo formally notified fublic Service Commission of West Virginia ofithetent tc
file a joint general rate case seeking increasestail rates in the third quarter of 2005. Then§lwill include, amon
other things, a request to reinstate the suspeexjgahded fuel, net energy and purchased powerecknd to provic
for scheduled rate recovery of significant enviremtal and transmission expenditures. As of June2805 an
December 31, 2004, APCo had $52 million of previpuser+ecovered fuel, net energy and purchased powes
recorded in Regulatory Liabilities Oveseovery of Fuel Cost on its Condensed Consolid&athnce Shee
Management is unable to predict the ultimate efédchis filing on revenues, results of operatiocash flows an
financial condition.

&M Indiana Settlement Agreemen- Affecting 1&M



In 2004, the IURC ordered the continuation of thked fuel adjustment charge on an interim basisugh Marcl
2005, pending the outcome of negotiatiddertain of the parties to the negotiations reachsdttlement and signed
agreement on March 10, 2005 and filed the agreeméhtthe IURC on March 14, 2005. The IURC approvie
agreement on June 1, 2005.

The approved settlement caps fuel rates for theMao04 through June 2007 billing months at aneiasing rate th
includes 8.609 mills per KWH reflected in base safEhe settlement provides that the total cappetrates will b
9.88 mills per KWH from January 2005 through Decem®005, 10.26 mills per KWH from January 2006 tigi
December 2006, and 10.63 mills per KWH from Jan2&§7 through June 2007. Pursuant to a separat€ lkaiger
I&M began billing the 9.88 mills per KWH total fueate on an interim basis effective with the A@U05 billing
month. In accordance with the agreement, the Oct?®@5 through March 2006 factor will be adjustedthe delaye
implementation of the 2005 factor.

The settlement agreement also covers certain eatrite Cook Plant. The settlement provides thaiifoutage ¢
greater than 60 days occurs at Cook Plant, theveegf actual monthly fuel costs will be in effdor the outag
period beyond 60 days, capped by the average ABR®yPool Primary Energy Rate (Primary Energy R#te)ratic
of the sum of fuel and one half maintenance expgems®irred by the pool members to the total kildvaaiurs of ne
generation, excluding I1&M, as defined by the AERst8yn Interconnection Agreement and adjusted faelslf
second outage greater than 60 days occurs, actuathiy fuel costs capped at the Primary Energy Radald be
recovered through June 2007. Over the term of d¢tiement, if total actual fuel costs (except dgran Cook Plai
outage of greater than 60 days) are under the egspthe excess will be credited to customers theenext two fue
adjustment clause filings. Under the settlemergl éosts in excess of the cap price cannot be ezedv If Cook Plai
operates at a capacity factor greater than 87%ngluhe fuel cap period, 1&M will receive credit f@&% of th
savings produced by that performance.

The settlement agreement also caps base rateslénonary 1, 2005 to June 30, 2007 at the ratedentefs of Janua
1, 2005. During this cap period, I&M may not implemt a general increase in base rates or implemedéaor cos
deferral not established in the settlement agreemaass the IURC determines that a significanhgleain condition
beyond 1&M’s control occurs or a material impact on 1&M occassa result of federal, state or local regulatc
statute that mandates reliability standards relaieéchnsmission or distribution costs.

Our cumulative under recovery for March 2004 thtoudgine 2005 recorded as fuel expense is $7 milllbfuture
fuel cost per KWH through June 30, 2007 continuexoeed the caps, or if the base rate cap precléddsrom
seeking timely rate increases to recover increasés cost of service through June 30, 2007, 1&Nture results «
operations and cash flows would be adversely adtect

I&M Michigan Fuel Recovery Plan- Affecting 1&M

In September 2004, 1&M filed its 2005 Power Sup@lgst Recovery (PSCR) Plan, with the requested PfaCtar:
implemented pursuant to the statute effective Wahuary 2005 billings, replacing the 2004 fact@s. March 2¢
2005, the Michigan Public Service Commission (MP&Sued an order approving an agreement authorl&iM s
proposed 2005 PSCR Plan factors.

On March 31, 2005, I&M filed its 2004 PSCR Recoiatibn seeking recovery of approximately $2 milliof
unrecovered PSCR fuel costs and interest propasbd tecovered through the application of custaoiesurcharge
during October 2005 through December 2005.

On April 28, 2005, the MPSC issued an Opinion amde® approving 1&M5 proposed 2004 PSCR factors as b
and finding in favor of I&M on all issues, inclugjrthe proposed treatment of net $&nhd NO, credits.



PSO Fuel and Purchased Pow- Affecting PSO

In 2002, PSO experienced a $44 million undErevery of fuel costs resulting from a reallocatmmong AEP We
companies of purchased power costs for periods psidanuary 1, 2002. In July 2003, PSO offeretheo OCC t
collect those reallocated costs over 18 monthsAugust 2003, the OCC Staff filed testimony recomdieg PS(
recover $42 million of the reallocation over thyggars. In September 2003, the OCC expanded theteaselude .
full prudence review of PS®'2001 fuel and purchased power practices. The @&3dndicated that PSO will not
allowed recovery of the $42 million until the mardgssue discussed below is decided. If the OCCederdcovery
any portion of the $42 million under-recovery oéfeosts, PSQ@' future results of operations and cash flows wie
adversely affected.

In the review of PSO’s 2001 fuel and purchased pgwactices, parties alleged that the allocationfbsystem sale
margins between AEP East and AEP West companieg weonsistent with the FER&pproved Operatir
Agreement and System Integration Agreement andtiileAEP West companies should have been allogat=te
margins. The OCC expanded the scope of the pratgéedaiinclude the offystem sales margin issue for the year .
and an intervenor filed a motion to expand the sdopreview this same issue for the years 20032804. On July 2!
2005, the OCC Staff and two intervenors filed tastiy in which they quantified the alleged impropedlocated off-
system sales margins between AEP East and AEP tdegpanies. Their overall recommendations relateth¢
allocation would result in an increase in off-systeales margins and thus, a reduction to B$€coverable fuel co:
through June 2005 of an amount between $38 milioth $47 million. PSO does not agree with the irBeors’anc
the OCC Stafs recommendations and PSO will defend vigoroushpdsition. Accordingly, PSO has not record
provision for the offsystem sales margins issue. If the OCC reduceseecof any portion of the fuel costs as a re
of the off-system sales margins issue, PSO’s fuisalts of operations and cash flows would be e affected.

In April 2005, the OCC heard arguments from inteons that requested the OCC to conduct a prudendew o
PSO5 fuel and purchased power practices for 2003. e 10, 2005, the OCC decided to have its staffleontha
review. Management is unable to predict the ultenaffect of these proceedings on PS@évenues, results
operations, cash flows and financial condition.

PSO Lawton Power Supply Agreeme- Affecting PSO

On November 26, 2003, pursuant to an applicatiohdwton Cogeneration Incorporated seeking approtal Powe
Supply Agreement (the Agreement) with PSO and #ssat avoided cost payments, the OCC issued arnr
approving the Agreement and setting the avoidetscd$ie order did not approve recovery by PSO efrdsultar
purchased power costs.

In December 2003, PSO filed an appeal of the GGEder with the Oklahoma Supreme Court. In thesalpdP S(
maintained that the OCC exceeded its authority urstiete and federal laws to require PSO to entir the
Agreement. The Oklahoma Supreme Court issued &idaan June 21, 2005 affirming portions of the O£arde
and remanding certain provisions. The Court affuirttee OCCS finding that Lawton established a legally enfatule
obligation and ruled that it was within the OCC'saletion to award a 2@ear contract and to base the capi
payment on a peaking unit. The Court directed tl&Qo revisit its determination of PSOavoided energy cost. T
decision also authorizes the OCC to revisit itedaination of PSG avoided capacity costs. Management is una
predict the final outcome of the remand, howeviehe OCC were to deny recovery of the full costre Agreemen
it would adversely affect future PSO’s results péations and cash flows.

Upon resolution of the litigation, management wélView any resultant transaction to determine dfaib be account
for as a purchased power transaction or whetheillibe accounted for as a lease or as a generptarg asset on tl
balance sheet under FASB Interpretation No. 46igeelv December 2003),Cbnsolidation of Variable Intere
Entities.”



PSO Rate Review- Affecting PSO

PSO has been involved in a commission staffated base rate review before the OCC whichabeig 2003. In thi
proceeding, PSO made a filing seeking to incre@sease rates, while various other parties madenmeendations
reduce PSQ base rates. The annual rate reduction recommenslatnged between $15 million and $36 millior
March 2005, a settlement was negotiated and apgrbyehe ALJ. The settlement provides for a $7 iomllannue
base revenue reduction offset by a $6 million rédacin annual depreciation expense and recovemyutih fue
revenues of certain transmission expenses preyioesbvered in base rates. In addition, the seétfgraliminates a ¢
million annual merger savings rate reduction ridethe end of December 2005. The settlement alsviges fo
recovery over 24 months of $9 million of deferreélfcosts associated with a renegotiated coalgmatetion contrau
and the continuation of a $12 million vegetationnaxgement rider, both of which are earnings neukialally, the
settlement stipulates that PSO may not file foraaebrate increase before April 1, 2006. The OCQGeibsan orde
approving the stipulation on May 2, 2005, allowfogthe implementation of new base rates in Jurgs20

SWEPCo Louisiana Fuel Audi- Affecting SWEPCo

SWEPCo, the District Court Complaintiffs and theulstana Public Service Commission (LPSC) Staff haesche
an uncontested settlement in the SWEPCo Louisiaslaaiudit, which will result in SWEPCo refundingpapximately
$18 thousand for the 1999 through 2002 audit peroslettiement hearing was held on June 22, 200& tlze ALJ i
expected to render her report to the LPSC. The LRISGugh an oral motion, approved the settlemensauly 22
2005 meeting. SWEPCo intends to seek the concwerefndhe Caddo District Court regarding the pendéug
alleging past overecoveries of fuel costs back to 1975. If the Cologs not agree with LPSC Staff recommendai
it could have an adverse effect on SWEPCo’s futeselts of operations and cash flows.

TCC Rate Case - Affecting TCC

TCC has an ogoing T&D rate review before the PUCT. In that reggiew, the PUCT has decided all issues e}
the amount of affiliate expenses to include in magerequirements. Through an oral ruling, the Plpproved th
nonunanimous settlement filed in June 2005 thatiges for an $11 million disallowance of affilia¢gpenses whic
when combined with the previous decisions, redulta total reduction in TCG’ annual base rates of $9 million
draft final order has been issued reflecting then$ifion reduction in TCCS annual base rates. This reductio
TCC’s annual base rates will be offset by the elation of a mergerelated rate rider credit of $7 million, an incre
in other miscellaneous revenues of $4 million andearease in depreciation expense of $9 milliosulteng in ¢
prospective increase in estimated annual pretaxregs of $11 million. It is anticipated that the @0 will approve th
final written order at its August 2005 open meetiffgthe final written order differs from the dradirder, it coul
impact TCC's projected annual pretax earnings éffec

ERCOT Price-to-Beat (PTB) Fuel Factor Appeal - Affecting TCOnal TNC

Several parties including the Office of Public i§ilCounsel and cities served by both TCC and Thgealed th
PUCT’s December 2001 orders establishing initial PTB faetors for Mutual Energy CPL and Mutual EnergyT i
(TCC’s and TNCs former affiliated REPs, respectively). In Jun®@2Qthe District Court ruled that the PUCT lac
sufficient evidence to include unaccounted for gpen the fuel factor for Mutual Energy WTU, thdtet PUC™
improperly shifted the burden of proof from the gmany to intervening parties and that the recoréddcsubstanti
evidence on the effect of loss of load due to fret@npetition on generation requirements of bothhuEnergy WTL
and Mutual Energy CPL. The Court upheld the iniBdB orders on all other issues. In an opinionadson July 2¢
2005, Texas Court of Appeals issued a decisionrsawg the District Court on the loss of load issug otherwis
affirming its decision. The amount of unaccounted énergy built into the PTB fuel factors attrioi&ato Mutua
Energy WTU prior to AER sale of Mutual Energy WTU was approximately $3iom and is the responsibility
AEP.



Unbundled Cost of Service (UCOS) Appeal - AffectinGC

The UCOS proceeding established the unbundled atgilvires rates to be effective when retail elecompetitior
began. TCC placed new T&D rates into effect asaodry 1, 2002 based upon an order issued by tkEI Pekulting
from TCC’'s UCOS proceeding. Certain PUCT rulings, includthg initial determination of stranded costs,
requirement to refund TCE€’excess earnings, the regulatory treatment ofeauchsurance and the distribution r.
charged municipal customers, were appealed to thgisl County District Court by TCC and other pati® the
proceeding. The District Court issued a decisionJane 16, 2003, upholding the PUGTUCOS order with or
exception. The District Court ruled that the refurfdthe 1999 through 2001 excess earnings, sokelg aredit t
nonbypassable T&D rates charged to REPs, discrigsgnagainst residential and small commercial custsrand i
unlawful. Management estimates that the adversetedf a decision to reduce the PTB rates for greod prior to th
sale of AEPS former affiliated REPs is approximately $11 roiflipretax. The District Court decision was appeé&d
the Third Court of Appeals by TCC and other partBased on advice of counsel, management belidasttwill
ultimately prevail on appeal. If the District Cdgridecision is ultimately upheld on appeal or thei€of Appeal
reverses the District Court on issues adverse t€,Ti€could have an adverse effect on TE€®uture results «
operations and cash flows.

Hold Harmless Proceedin- Affecting APCo, CSPCo, 1&M, KPCo and OPCo

In a July 2002 order conditionally accepting AERhoice to join PJM, the FERC directed AEP, ComHdiwes
Independent Transmission System Operator (MISO) RdbI to propose a solution that would effectivelyid
harmless the utilities in Michigan and Wisconsianfr any adverse effects associated with loop flowsomgestio
resulting from us and ComEd joining PJM insteatitO.

In July 2004, AEP and PJM filed jointly with the RE a holdharmless proposal. In September 2004, the F
accepted and suspended the new proposal that bexfbeuve October 1, 2004, subject to refund anthe outcom
of a hearing on the appropriate compensation, ¥, &m the Michigan and Wisconsin utilities. The Kigan ani
Wisconsin utilities presented studies that showreged adverse effects to utilities in the twoestah the range of $
million to $70 million over the term of the agreemdéor AEP and ComEd. A supplemental filing by tHéchigar
companies shows estimated adverse effects taasilih Michigan of up to $50 million over the tewhagreemen
AEP and ComEd presented studies that show no adeffects to the Michigan and Wisconsin utiliti€s Decembe
27, 2004, AEP and the Wisconsin utilities jointiled a settlement that resolves all hold-harmlesaes for a ongme
payment of $250 thousand that was approved by #BRC-on March 7, 2005. On April 25, 2005, AEP
International Transmission Company in Michigandile settlement that resolves all hold-harmlessesg$ar a one-
time payment of $120 thousand that was approveth®y-ERC on June 24, 2005. On May 19, 2005, AEPa
remaining Michigan companies filed a settlement tiesolves all hold-harmless issues for a time payment c
approximately $2 million which was approved by EERC on June 24, 2005.

The payment to the Michigan utilities will be defst, as was the Wisconsin payment, as a PJM irtegreost to b
amortized over 15 years and recovery will be soughiture retail rate filings. Management belietest it is probabl
that these payments will ultimately be recoveraminfrretail and wholesale customers. If the AEP Eashpanie
cannot recover these amortizations on a timelyshadieir retail base rates, their future resofteperations and ca
flows will be adversely affected.

FERC Order on Regional Through and Out Rates - Afteng APCo, CSPCo, I&M, KPCo and OPCo

A load-based transitional transmission rate mechanisnecSECA became effective December 1, 2004 to n¢
the loss of revenues due to the FERElimination of through and out (T&O) transmissrates. SECA transition ra
are in effect through March 31, 2006. The FERCdwghe SECA rate issue for hearing and indicdtatithe SEC,
rates are being recovered subject to refund. latesks in that proceeding are objecting to the SE&A&s and AER’
method of determining those rates. Managementablerto determine the probable outcome of the FEFBECA rat



proceeding. SECA revenues by Registrant Subsidigryshown in the following table:

Three Months  Six Months
Ended Ended December
June 30, 200t June 30, 200¢ 2004
Company (in millions)
APCo $ 104 $ 19.C $ SEE
CSPCo 5.3 9.€ 2.C
&M 5.¢ 10.¢ 2.2
KPCo 2. 4.5 0.6
OPCo 7.4 13.t 2.8

In a March 31, 2005 FERC filing, AEP proposed atréase in the revenue requirements and ratesdosrtrissio
service, and certain ancillary services in the AoRe of PIM. The customers receiving these seraoeshe AE
East companies and municipal, cooperative wholesatites and retail customers that exercise retaice that ha\
load delivery points in the AEP zone of PJM. Aspmeed, the transmission service rates will increage/o steps
first to reflect an increase in the revenue regquéets, and then to reflect the loss of revenues ttee SECA transitic
rates on April 1, 2006. On May 31, 2005, the FERCeated the filing, set the issues for hearing, sugpended tl
effective date of the proposed rates until Novenih&005, subject to refund with interest if lowates are eventua
approved. The FERC accepted the st®p increase concept, such that the transmissitas will automaticall
increase on April 1, 2006, if the SECA revenuesseda be collected, and to the extent that replacémates are n
established. In a separate proceeding, at AEP’mgirghe FERC instituted an investigation of PdMonal rat
regime, indicating that the present regime may neduk replaced through establishment of regioaigsr that woul
compensate AEP, among others, for the regionalicgerovided by high voltage facilities they owrattbenefi
customers throughout PJM. This investigation presid\EP an opportunity to propose and support a iréw rat
regime that could mitigate losses from the elimorabf T&O transmission rates and the discontineaoicthe SEC,
rate collections.

The AEP East companies received approximately $aBiéon of T&O rate revenues for the twelve monthisde
September 30, 2004, the twelve months prior to A&iRing PJM. The portion of those revenues assediatitt
transactions for which the T&O rate was eliminatedl replaced by SECA transition rates was $17JiamillAt this
time, management is unable to predict whether tBEA transition rates will fully compensate the AHRS
companies for their lost T&O revenues for the per@ecember 1, 2004 through March 31, 2006 and veh,
effective with the expiration of the SECA transiticates on March 31, 2006, the resultant increastd AEP Ea:
zonal transmission rates applicable to AEP’s irdkelmad and wholesale transmission customers in’ AEene will b
sufficient to replace the SECA transition rate rexes. In addition, management is unable to prediether the effe
of the loss of transmission revenues will be recabke on a timely basis in the AEP East statelrpmsdictions an
from wholesale customers within the AEP zone.i)fi{e SECA transition rates do not fully compersAEP for it
lost T&O revenues through March 31, 2006, (ii) AEfhal transmission rates are not sufficiently iasexl by th
FERC after March 31, 2006 to replace the lost T8EXZ3 revenues, (iii) the FERC’s review of AERCurrent SEC.
rate results in a rate reduction which is subjesefund, or (iv) any increase in the AEP East canips’transmissio
costs from the loss of transmission revenues aréufip recovered in retail and wholesale ratesacimely basis, ar
(v) FERC does not approve a new rate within PJMidnin the PIJM and MISO Regions that compensatef\EP’s
T&O revenue losses, the AEP East comparigisire results of operations, cash flows and fimanoondition woulc
be adversely affected.

RTO Formation/Integration- Affecting APCo, CSPCo, I&M, KPCo and OPCo

Prior to joining PJM, the AEP East companies, VIHEERC approval, deferred costs incurred to originfdkm a nev



RTO (the Alliance) and subsequently to join an #&xgsRTO (PJM). In 2004, AEP requested permissmarhortize
beginning January 1, 2005, approximately $18 mmillad deferred RTO formation/integration costs niied by PJN
over 15 years and $17 million of deferred PBMed integration costs without proposing an arnzatton period for th
$17 million of PIM-billed integration costs in thpplication. The FERC approved ABRipplication. The formatit
and integration costs included in AEP’s applicatigrcompany follows:

Non-PJM
Billed
PJM-Billed Formation/
Integration Integration
Costs Costs
Company (in millions)
APCo $ 4.8 $ 5.1
CSPCo 2.C 2.2
&M 3.8 3.8
KPCo 1.1 1.1
OPCo 5.8 5.7

In January 2005, the AEP East companies began iaimgrtheir deferred RTO formation/integration st billec
by PJM over 15 years and the deferred Rilldd integration costs over 10 years (the lattensistent with a March
2005 requested rate recovery period discussed peldw total amortization related to such costs &hsnillion anc
$2 million in the second quarter and first halfa8f05, respectively. As of June 30, 2005, the AEBt Eompanie
have $34 million of deferred unamortized RTO forimafintegration costs.

Non-PJM
Billed
PJM-Billed Formation/
Integration Integration
Costs Costs
Company (in millions)
APCo $ 5C $ 4.7
CSPCo 2.1 2.C
&M 3.€ 3.t
KPCo 1.2 1.C
OPCo 5.8 5.2

On March 8, 2005, AEP and two other utilities jtyrftied a request with the FERC to recover theedefd PJMbilled
integration costs from all load-serving entitiestiie PJM RTO over a teyear period starting January 1, 2005.
FERC responded to the March 8, 2005 filing in adeoron May 6, 2005 denying the request to recofie
amortization of the deferred PJM-billed integratmysts from all loaderving entities in the PIJIM RTO, and inst
ordered the companies to make a Compliance Fibngdover the PINbilled integration costs solely from the zo
of the requesting companies. AEP, together withatier companies, made the Compliance Filing on RIay200%
On June 6, 2005, AEP filed a request for reheai$ulpsequently, the FERC approved the complianeg aaid PJ!
began charging the rate to load serving entitigeenAEP zone (and the other compangsies), including to the AE
East companies on behalf of the load they sertiedrAEP zone (about 85% of the total load in thé®Ad6ne). AEFS
rehearing request remains pending. At this timepagament is unable to predict the likelihood ofaaofabl
rehearing result.

On March 31, 2005, AEP also filed a request foe\ased transmission service revenue requiremerth@®AEP zon
of PIJM (as discussed above). Included in the cadtected in that revenue requirement was the eséich 200
amortization of AEP’s deferred RTO formation/intation costs (other than the deferred PJiNed integration costs



The AEP East companies will be responsible for pgynost of the amortized costs assigned by the FieRke AEF
East zone since their internal load is the bullo(al85%) of the transmission load in the AEP zone.

Until the AEP East Companies can adjust their Ireddes to recover the amortization of both defécests, results
operations and cash flows will be adversely afi@dig the amortizations. If the FERC were to derg iticlusion i
the transmission rates of any portion of the amatitbn of the deferred RTO formation/integratiorstsonot billed b
PJM, it would have an adverse impact on the AER &ampanies’ future results of operations and d¢lasts.

4. CUSTOMER CHOICE AND INDUSTRY RESTRUCTURING

Certain AEP subsidiaries are affected by custorherce initiatives and industry restructuring. Thes@mer Choic
and Industry Restructuring note in the 2004 AnriReport should be read in conjunction with this répo order tc
gain a complete understanding of material custoain@ice and industry restructuring matters withoignigicani
changes since yeand. The following paragraphs discuss significantent events related to customer choice
industry restructuring and update the 2004 Annuegddrt.

OHIO RESTRUCTURING - Affecting CSPCo and OPCo

On January 26, 2005, the PUCO approved Rate Statbdn Plans (RSP) for CSPCo and OPCo (the Ohigeoias)
The plans provided, among other things, for CSP@d @PCo to raise their generation rates by 3% ¥
respectively, in 2006, 2007 and 2008 and providedatiditional annual generation rate increasegpdblan averag
of 4% per year based on supporting the need fatiaddl revenues. The plans also provided thatQhe companie
could recover in 2006, 2007 and 2008 environmergalying costs and PJM RTO costs from 2004 and 28@%ed t
their obligation as the Provider of Last ResorOhio’s customer choice program. Pretax earnings wereased b
$14 million for CSPCo and $40 million for OPCo hretfirst half of 2005 as a result of implementihg tprovision o
the RSP. Of these amounts, approximately $8 milfion CSPCo and $21 million for OPCo relate to Z
environmental carrying costs and RTO costs.

In February 2005, various intervenors filed appilaras for rehearing with the PUCO regarding its rappl of the
RSP. On March 23, 2005, the PUCO denied all apphica for rehearing. In the second quarter of 200
intervenors filed separate appeals to the Ohio&unerCourt. If the RSP order was determined tolegal under th
Restructuring Legislation, as contended by theitwervenors, it would have an adverse effect onlte®f operation:
cash flow and possibly financial condition. Althébugranagement believes that the RSP plan is leghlirdands t
defend vigorously the PUCQO’s order, managementaigmmedict the ultimate outcome of the pendingéition.

The PUCOS order in the RSP require CSPCo and OPCo to allobmbined total of $14 million of previou
provided for unused CSPCo shopping incentives teetietheir lowincome customers and economic develop
programs over the threeear period ending December 31, 2008. In a March2B®5 rehearing order, the PU
clarified that the Ohio companies have a regulat@bility of only $14 million of unused shoppingdentives
Through June 30, 2005, CSPCo has credited $18mitif unused shopping incentives against its tt@msiegulator
asset. Therefore, CSPCo could cease applying uraredds to reduce its recoverable transition ragui asset ar
reverse any excess unused shopping incentivesnmisguthat the $14 million regulatory liability idlecated equall
to CSPCo and OPCao, in the second quarter of 208BQ0 increased its recoverable transition regylasset by $1
million, transferred $7 million to a regulatory bidity and credited the remaining $11 million toepax earnings al
OPCo recorded a regulatory liability of $7 milliarnich it charged to pretax earnings.

As provided in stipulation agreements approved Hgy RUCO in 2000, the Ohio companies are deferrugjome
choice implementation costs and related carryingtscin excess of $40 million. The agreements pmviat the
deferral of these costs as a regulatory asset thietihext distribution base rate cases. Througle 30n 2005, CSP(
and OPCo incurred $41 million and $42 million, resjively, of such costs, and accordingly, CSPCo @R
deferred $21 million and $22 million, respectivetyf, such costs for probable future recovery inriistion rates



Recovery of these regulatory assets will be sulip@UCO review in future Ohio filings for new disution rates
Pursuant to the RSP, recovery of these amountsbeillieferred until the next distribution rate fjito change rat
after December 31, 2008. Management believes lieatié¢ferred customer choice implementation coste weidentl
incurred and should be recoverable in future distion rates. If the PUCO determines that any efdbferred cos
are unrecoverable, it would have an adverse impacCSPCo’s and OPCe’future results of operations and ¢
flows.

TEXAS RESTRUCTURING - Affecting TCC and TNC

The stranded cost recovery process in Texas ca#inith the principal remaining component of thecesss being tt
PUCT’s determination and approval of TCC’s net reled generation costs and other recoverable upudem:
including carrying costs in TCC’s true-up filingh& PUCT approved TCC'’s request to file its TueProceedin
after the sales of its interest in STP, with omlg bwnership interest in Oklaunion remaining tesetled. On May 1!
2005, the sales of TCC's interest in STP closedMay 27, 2005, TCC filed its truep request seeking recovery
$2.4 billion of net stranded costs and other wpatems which it believes the Texas Restructutiagislation allows
including unrecorded equity carrying costs and reitunrecorded carrying costs through September.ZD@S filing
does not include a deduction for a $238 millionvsin for a probable depreciation adjustment réedrin Decemb:
2004 based on a methodology approved by the PUCA monaffiliated utility’s truadp order. Although it we
determined that it was probable that the PUCT wooéke this adjustment in TCEproceeding, management ¢
not believe the adjustment is appropriate and liidiate the issue, if necessary. As a result filireg was not reduce
by the $238 million. The PUCT hearing is schedutethegin on September 26, 2005. It is anticipated the PUC
will issue a final order in the fourth quarter &f05.

The Components of TCC’s Recorded Net Trup-Regulatory Asset (inclusive of provisions) asJoine 30, 2005 an
December 31, 2004 ar:

TCC
December 31,
June 30, 2005 2004
(in millions)
Stranded Generation Plant Costs $ 887 $ 897
Net Generatio-related Regulatory Asset 24¢ 24¢
Unrefunded Excess Earnings (3) (10)
Net Stranded Generation Costs 1,13 1,13¢
Carrying Costs on Stranded Generation Plant Costs 21E 22F
Net Stranded Generation Costs Designated for Secti@ation 1,34¢ 1,361
Wholesale Capacity Auction True-up 48: 48%
Carrying Costs on Wholesale Capacity Auction Trpe-u 10z 77
Retail Clawback (61) (61)
Deferred Over-recovered Fuel Balance (209) (212)
Net Other Recoverable True-up Amounts 31E 287
Total Recorded Net True-up Regulatory Asset $ 1,66: $ 1,64¢

The Components of TNC’s Net True-up Regulatory Likly as of June 30, 2005 and December 31, 2004 are

TNC

December 31,
June 30, 2005 2004




(in millions)

Retail Clawback $ (14) $ (14)
Deferred Over-recovered Fuel Balance (5) (4)
Total Recorded Net True-up Regulatory Liability $ (19) $ (18)

Deferred Investment Tax Credits Included in Strardi&eneration Plant Cost

In a nonaffiliated utilitys securitization proceeding, the PUCT issued areromd March 2005 that net strant
generation costs should be reduced by the presdumt wf deferred investment tax credits (ITC) ardess deferre
federal income taxes applicable to generating ss3éte nonaffiliated utility testified in its Trugs Proceeding th
acceleration of the sharing of deferred ITC witrstomers may be a violation of the Internal ReveQuaeles
normalization provisions. Management agrees withrtbnaffiliated utility that the PUC$ acceleration of deferr
ITC and excess deferred federal income taxes mawy b#lation of the normalization provisions. Asresult
management has not included as a reduction oéttstranded generation costs the present valu€GfsIgeneration-
related deferred ITC of $70 million and the preseaitie of excess deferred federal income taxessahilion in its
true-up filing. Such amounts also are not reflecsda reduction of TC&'recorded net stranded generation «
regulatory asset in the above table since to do@pbe a normalization violation. The Internal Rawe Service (IR
has issued proposed regulations that would makexaaption to the normalization provisions for ditytiwhose
electric generation assets cease to be publityyttoperty. Since the IRS has not issued finalile&gns, TCC filed
request for a private letter ruling from the IRSJume 28, 2005 to determine whether the PW4GTtion would rest
in a normalization violation. A normalization vidilan could result in the repayment of T&GCAccumulated deferr
ITC on all property, not just generation propetich approximates $106 million as of June 30, 2808 a loss «
the ability to elect accelerated tax depreciatiothe future. Management is unable to predict HmaviRS will rule ol
the private letter ruling request and whether abtiCP order will adversely affect TC€'future results of operatic
and cash flows.

TCC Fuel Reconciliation

On April 14, 2005, the PUCT ruled that specific gyyeonly purchased power contracts included a car
component, which is not recoverable in fuel ra#és.a result of this decision, in the first quartdr2005, TC(
recorded a provision for oveecovered fuel of $3 million, inclusive of intere®eflecting all of the decisions in 1
final order and the resultant provisions for refutite deferred overecovery balance was $209 million as of Junt
2005, including accrued interest. TCC has filedaiom for rehearing on several items which was eléitny operatio
of law on July 18, 2005. TCC will appeal the PUCé&ision to the courts in August 2005.

TCC Carrying Costs on Net True-up Regulatory Assets

TCC continues to accrue carrying costs on its metip regulatory asset at the embedded 8.12% debtamenp rat
and will continue to do so until it recovers itspapved net true-up regulatory asset. In the noreteéd utility’s
securitization proceeding discussed above, the PId€ied an order in March 2005 that resulted iadaiction in it
carrying costs based on a methodology detailedhé drder for calculating a cost-ofeney benefit related

Accumulated Deferred Federal Income Taxes (ADFIm)net stranded costs and other tapeitems which we
retroactively applied to January 1, 2004. In thetfhalf of 2005, TCC accrued carrying costs of #ifion which
were partially offset by a first quarter adjustmeh$27 million based on this order. The net inseeaf $15 million il
carrying costs is included in Carrying Costs onafdied Cost Recovery on TQCaccompanying Conden:
Consolidated Statements of Operations in the Hiadft of 2005 inclusive of $21 million of carryin@sts accrued in tl
second quarter of 2005.

In an April 2005 open meeting regarding anotherafidiated utility’s Trueup Proceeding, the PUCT determined
the filed cost of debt did not establish a Weighteegdrage Cost of Capital (WACC) rate or an embeddelt rat
because that utilitg' Unbundled Cost of Service (UCOS) case was basea settlement that did not specific:i



address the debt rate. As a result, the othetyuias required to use a lower rate to computedtsying costs than |
filed UCOS rate. With this precedent, TCC antiogsathat it will be required to address the WACQeéssAlthougl
TCC’s UCOS case was also settled, TE€@Gicts and circumstances differ from those ofrtbieaffiliated utility in the
TCC's settlement included a WACC rate and the UCOSroag@roving the settlement included sufficient ¢
information to determine the embedded debt ratibensettlement. Management, however, is unablesterchine th
probable outcome of this matter when or if it igudicated in TCC’s Truexp Proceeding. If the PUCT ultimat
determines that a similar lower cost of debt shdaddused by TCC to calculate carrying costs orstitsnded co
balance, a portion of carrying costs previouslorded would have to be reversed and would havedaarse impax
on future results of operations and cash flowsouligh the second quarter of 2005, such reversaldvapproximat
$60 million, of which $9 million would apply to amots accrued in 2005 based upon TE€@kighted cost of debt
its 2001 excess earnings report.

Through June 30, 2005, TCC has computed carryistsaaf $483 million, of which $302 million was repozed a
income in 2004 and applied to years prior to 208aproximately $42 million was recognized as incoimehe firs
half of 2005 before the $27 million offsetting asljment discussed above. The remaining equity coergoof the
carrying costs of $166 million through June 30,2001l be recognized in income as collected.

TCC Unrefunded Excess Earnings

At December 31, 2004, TCC had approximately $10ionilof unrefunded excess earnings. In the firdt 662005
TCC refunded an additional $7 million reducing utsrefunded excess earnings to $3 million. On J&ly2D05, th
PUCT approved a preliminary order in the TCC tupethat ordered TCC to cease refunding excessregriait the er
of July 2005. The unrefunded balance of excessreggnas of the end of July 2005, is estimatedet@proximatel
$1 million and will be credited to the balance waaded costs.

TCC True-up Proceeding

As discussed earlier, TCC made its tugefiling requesting $2.4 billion of stranded codtearings are schedulec
start on September 26, 2005 and an order is peaje@otbe issued during the fourth quarter of 20UBen the Truesp
Proceeding is completed, TCC intends to file taoovec the PUCTapproved net stranded generation costs and
true-up amounts, plus appropriate carrying costs, thragonbypassable competition transition chargeC)dm the
regulated T&D rates and through an additional tteorscharge for amounts that can be recoveredutfitdhe sale «
securitization bonds.

The nonaffiliated utilitys March 2005 order referred to above also providedhe present value of the cost i
capital benefits of ADFIT associated with strandgzheration costs to be offset against other reatwertruedp
amounts when establishing the CTC. TCC estimaseprésent value ADFIT benefit to be $211 milliorséé on it
current net true-up regulatory asset. TCC perforraegrobability of recovery impairment test on itst frueup
regulatory asset taking into account the treatnwdered by the PUCT in the nonaffiliated utilgyorder an
determined that the projected cash flows from tla@dition charges were more than sufficient to vecolrCC’s
recorded net truep regulatory asset since the equity portion ofddweying costs will not be recorded until collet
As a result, no impairment has been recorded. Barany future disallowances to TCC’s net recoverahleup
regulatory asset in its True-up Proceeding, TCQetgpto amortize its total net trup-regulatory asset commensu
with recovery over periods to be established byRBET in proceedings subsequent to TCC’s True-opdading.

Management believes that TCC'’s filed $2.4 billi@yuest for recovery of net stranded costs and dtheup items
inclusive of carrying costs, is recoverable under Texas Restructuring Legislation and that T&@1.7 billior
recorded net true-up regulatory asset, inclusiveaofying costs at June 30, 2005, is probable ajveryat this time
However , management anticipates that other pastiesontend in TCC’s proceeding that material amts of TCC§
net stranded costs and/or wholesale capacity autti@-up amounts should not be recovefiedthe extent decisio
of the PUCT in TCC’s True-up Proceeding differ fr@i@C’s interpretation and application of the Texas Riestiring



Legislation and TCC'’s evaluation of other trug-orders of nonaffiliated utilities, additionalopisions for materi
disallowances and reductions of the net wperegulatory asset, including recorded carryingts,care possible. St
disallowances would have an adverse effect on §G@ure results of operations, cash flows and ipbséinancia
condition.

TNC True-Up Proceeding

In May 2005, the PUCT issued a favorable order,ptidg the ALJ's recommendation regarding the pos
reconciliation period oftystem sales margins, but did not adopt his exeassings recommendation. The PLU
stated that excess earnings would be addressdt i@TC filing scheduled to be filed in the thirdagier of 200t
Based upon the ruling regarding off-system salesgms, TNC adjusted its deferred overcovered fuel balan
during the second quarter of 2005.

In 2004, TNC appealed to the state and federalteahe PUCTS order in its final fuel reconciliation coverinige
period from July 2000 through December 31, 200Wvlich the PUCT disallowed approximately $30 milliohfuel
costs. In March 2005, the ALJ made certain reconttagons regarding the deferred fuel balance regplin ar
additional provision for refund of $1 million, whiaesults in an overecovery amount of $5 million. TNC will purs
vigorously its appeals, but cannot predict theicome, however, the result of these appeals cdtddtahe TNC true-
up order issued by the PUCT in May 2005 discusbedea

5. COMMITMENTS AND CONTINGENCIES

As discussed in the Commitments and Contingencme mithin the 2004 Annual Report, certain Regi#t
Subsidiaries continue to be involved in variousalegatters. The 2004 Annual Report should be raacbnjunctiol
with this report in order to understand the othetarmal nuclear and operational matters withounificant change
since their disclosure in the 2004 Annual Repadne Matters discussed in the 2004 Annual Reporiowitkignifican
changes in status since yeand include, but are not limited to, (1) carbonxdie public nuisance claims, (2) nucl
matters, (3) construction and commitments, (4) mitd€ uninsured losses and (5) FERC ldagn contracts. Si
disclosure below for significant matters with chasgn status subsequent to the disclosure madeei2@04 Annui
Report.

ENVIRONMENTAL
Federal EPA Complaint and Notice of Violation - Aétting APCo, CSPCo, 1&M, and OPCo

The Federal EPA and a number of states have allag&tb, CSPCo, I&M, OPCo and other nonaffiliateditigis
modified certain units at codiked generating plants in violation of the new m@ureview requirements of the C#/
The Federal EPA filed its complaints against AEBsatiaries in U.S. District Court for the South@®istrict of Ohio
The court also consolidated a separate lawsuitated by certain special interest groups, with Fleeleral EPA cas
The alleged modifications occurred at the genegatinits over a 2@ear period. A bench trial on the liability iss
was held during July 2005. Briefing is underway ala$ing arguments will be heard on September @252

Under the CAA, if a plant undertakes a major maadiiion that directly results in an emissions inseggermittin
requirements might be triggered and the plant neyelguired to install additional pollution conttechnology. Thi
requirement does not apply to activities such agime maintenance, replacement of degraded equiporefailec
components, or other repairs needed for the reljaalfe and efficient operation of the plant. TWAGuthorizes civi
penalties of up to $27,500 per day per violatiorath generating unit ($25,000 per day prior tasden30, 1997). |
2001, the District Court ruled claims for civil paties based on activities that occurred more thanyears before tt
filing date of the complaints cannot be imposederéhs no time limit on claims for injunctive rdlie

In June 2004, the Federal EPA issued a Notice ofation (NOV) in order to “perfectits complaint in the pendi
litigation. The NOV expands the number of allegedodifications” undertaken at the Amos, Cardinal, Cones



Kammer, Muskingum River, Sporn and Tanners Creaktpl during scheduled outages on these units frong
through the present. Approximately otierd of the allegations in the NOV are already teamed in allegations ma
by the states or the special interest groups inpading litigation. The Federal EPA filed a motimamend it
complaint and to expand the scope of the pendtigation. The AEP subsidiaries opposed that motiorSeptembe
2004, the judge disallowed the addition of claimghe pending case. The judge also granted motmmssmiss

number of allegations in the original filing. Sufaently, the Federal EPA and eight Northeastertrestach filed ¢
additional complaint containing the same allegatiagainst the Amos and Conesville plants thatubtlgg disallowe
in the pending case. The Northeastern stat@siplaint has been assigned to the same judge ib 8. District Cou
for the Southern District of Ohio. AEP filed an ams to the Northeastern state®mplaint in January 2005 and to
Federal EPA’s complaint in July 2005, denying thegations and stating its defenses.

In August 2003, the District Court issued a decidalowing a liability trial in a case pending the Southern Distri
of Ohio against Ohio Edison Company, a nonaffillatlity. The District Court held that replacemgiof major boile
and turbine components that are infrequently peréal at a single unit, that are performed with tesistance ¢
outside contractors, that are accounted for agatapipenditures, and that require the unit toaern out of service f
a number of months are not “routineiaintenance, repair, and replacement. The DisGmart also held that
comparison of past actual emissions to projectagrduemissions must be performed prior to any naime physice
change in order to evaluate whether an emissianease will occur, and that increased hours ofaifwer that are tr
result of eliminating forced outages due to theanepomust be included in that calculation. Basedhese holdings, tl
District Court ruled that all of the challengediwaities in that case were not routine, and thatdhanges resulted
significant net increases in emissions for cerfofiutants. A settlement between Ohio Edison, thddfal EPA ar
other parties to the litigation will avoid furthigrgation and result in expenditures at its plant.

Other utility enforcement actions and current ragpdy activities are discussed in detail in the @otments an
Contingencies note in the 2004 Annual Report. H@rgesince the issuance of the August 2003 decesjgainst Ohi
Edison, several other courts have considered theess of what constitutesrgutine maintenance, repair,
replacementfor utility units, and whether increased hours pération are the measure of an emissions increas
each court has reached a conclusion that differkedsy from the decision in the Ohio Edison caskede decisiol
include the District Court opinion in the Duke Egwercase issued later in August 2003, the Distriatit€ opinion ir
Alabama Power issued on June 3, 2005, and thel-Qintuit Court of Appeals opinion affirming thesdiissal of a
claims against Duke Energy issued on June 15, 2@0&ddition, on June 10, 2005, the Administratbthe Feder:
EPA rejected all of the petitions for reconsidematof the October 2003 “equipment replacement giomi’ rule tha
defines “routine replacementinder the new source review program to includestimae types of activities challeng
in the pending enforcement actiongVlanagement therefore believes that the Ohio Eddsmsion fails to proper
evaluate and apply the applicable legal standdits facts in the AEP case also vary widely frormpta plant.

In June 2003, the United States Court of Appealdhfe District of Columbia Circuit granted a petitiby the Utility
Air Regulatory Group (UARG), of which the AEP suttisries are members, to reopen petitions for reaéthe 198!
and 1992 Clean Air Act rulemakings that are theasts the Federal EPA claims in the AEP case ahérorelate
cases. On June 24, 2005, the United States Codppeals for the D.C. Circuit issued a decisionrading in part thi
new source review reform regulations adopted byFiéweral EPA in December of 2002. The court upbeddFeder:
EPA’s decision to apply an actual-to-future actemadissions test, utilizing a fivgear look back period to establ
actual baseline emissions for utilities and aytear period for other sources, and excluding irsgdaemissior
unrelated to a physical change from the projecte®ons, including emissions associated with dehgaowth. Th
court vacated the Federal ERAadoption of a broad pollution control project les®n that includes projects tl
result in a significant collateral emissions ina@aand the “clean unitapplicability test, and remanded cer
recordkeeping requirements to the Federal EPA. Cbert expressed no opinion on the conclusion rehdiyethe
Duke Energy court, and found that such issues doeildetter addressed in a specific factual context.

Management is unable to estimate the loss or rahdess related to any contingent liability the ABRbsidiarie
might have for civil penalties under the CAA prodieg)s. Management is also unable to predict thengnof



resolution of these matters due to the number lefjatl violations and the significant number of esswyet to b
determined by the Court. If the AEP subsidiariesxdbprevail, management believes they can recawgrcapital an
operating costs of additional pollution control gopent that may be required through regulated rateds marke
prices for electricity. If the AEP subsidiaries angable to recover such costs or if material pesgkre imposed,
would adversely affect future results of operatjaash flows and possibly financial condition.

SWEPCo Notice of Enforcement and Notice of Citiz8nit - Affecting SWEPCo

On July 13, 2004, two special interest groups dsu@otice of intent to commence a citizen suiteurtie CAA fo
alleged violations of various permit conditionsparmits issued to SWEPCo's Welsh, Knox Lee, ankeRiplants
The allegations at the Welsh Plant concern compdianith emission limitations on particulate matterd carbo
monoxide, compliance with a referenced design imgaitt value, and compliance with certain reportiaguirement:
The allegations at the Knox Lee Plant relate toréoeipt of an offspecification fuel oil, and the allegations at By
Plant relate to testing and reporting of volatitgamic compound emission®n March 10, 2005, a complaint was f
in Federal District Court for the Eastern DistriétTexas by the two special interest groups, atiggiiolations of th
CAA at Welsh Plant. SWEPCo filed a response tactiraplaint in May 2005.

On July 19, 2004, the Texas Commission on EnvirantedleQuality (TCEQ) issued a Notice of Enforcemén
SWEPCo relating to the Welsh Plant containing areany of findings resulting from a compliance invgation at th
plant. The summary includes allegations concernscampliance with certain recordkeeping and repo
requirements, compliance with a referenced desgat imput value in the Welsh permit, compliancehvatfuel sulfu
content limit, and compliance with emission limits sulfur dioxide.On April 11, 2005, TCEQ issued an Execu
Director’'s Preliminary Report and Petition recommending ¢h&y of an enforcement order to undertake ce
corrective actions and assessing an administratimalty of $228,312 against SWEPCo based on alleigéations o
certain representations regarding heat input aabddharacteristics in SWEPQopermit application and the violatic
of certain recordkeeping and reporting requireme®¥8EPCo responded to the preliminary report aritigge on May
2, 2005. The enforcement order contains a recomatemdthat would limit the heat input on each Walstit to the
referenced heat input contained within the permgliaation within 10 days of the issuance of a fiR&EQ order an
until a permit amendment is issued. SWEPCo hadquely requested a permit alteration to removerdfierences to
specific heat input value for each Welsh unit.

On August 13, 2004, TCEQ issued a Notice of Enimeat to SWEPCo relating to the dfpecification fuel o
deliveries at the Knox Lee Plant. On April 11, 200%EQ issued an Executive Direc®iPreliminary Report al
Petition recommending the entry of an enforcemedéemoand assessing an administrative penalty @&58bagains
SWEPCo based on alleged violations of certain pgeredjuirements at Knox Lee. SWEPCo responded t
preliminary report and petition on May 2, 2005.

Management is unable to predict the timing of artyrie action by TCEQ or the special interest groupthe effect ¢
such actions on results of operations, financialbton or cash flows.

OPERATIONAL
TEM Litigation - Affecting OPCo

AEP has agreements with Juniper Capital L.P. (&hipnder which Juniper constructed and financadraegulate
merchant power generation facility (Facility) nddlaquemine, Louisiana and leased the Facility td> ABEP ha
subleased the Facility to the Dow Chemical Comp@uw). The Facility is a Dow-operatedjtialifying cogeneratic
facility” for purposes of PURPA.

Dow uses a portion of the energy produced by tludifyaand sells the excess energy. OPCo has adecepdrchase L
to approximately 800 MW of such excess energy fidom for a 20year term. Because the Facility is a major s



supply for Dow, Dow is expected to operate the lkgat certain minimum levels, and OPCo is obleghto purchas
the energy generated at those minimum operatirgjlddexpected to be approximately 220 MW througty 188, 200
and 270 MW thereafter). OPCo sells the purchasezfggnat market prices in the Entergy selgion of thi
Southeastern Electric Reliability Council market.

OPCo has also agreed to sell up to approximatelyN8d/ of energy to SUEZ Energy Marketing NA, Incoriinerly
known as Tractebel Energy Marketing, Inc.) (TEMYy # period of 20 years under a Power Purchase ais
Agreement dated November 15, 2000 (PPA) at a phiaeis currently in excess of market. BeginningyMa 2003
OPCo tendered replacement capacity, energy antlaap@ervices to TEM pursuant to the PPA that TEdykcted a
nonconforming. Commercial operation for purposethefPPA began April 2, 2004.

In September 2003, TEM and OPCo separately filedladatory judgment actions in the United StategrigtsCour
for the Southern District of New York. OPCo allegeat TEM has breached the PPA, and is seekingeardimatior
of OPCos rights under the PPA. TEM alleges that the PP¥enbecame enforceable, or alternatively, thatRRé
has already been terminated as the result of GP6raches. If the PPA is deemed terminated ordfdonbe
unenforceable by the court, OPCo could be adveadédgted to the extent it is unable to find otparchasers of tt
power with similar contractual terms and to theeextOPCo does not fully recover claimed terminatialue damage
from TEM. However, OPCo has entered an agreemehtami affiliate that eliminates OPGofmarket exposure rela
to the PPA. The corporate parent of TEM (SUEZ-TRABEL S.A.) has provided a limited guaranty.

In November 2003, the above litigation was suspermding final resolution in arbitration of aliges pertaining
the protocols relating to the dispatching, operaiad maintenance of the Facility and the saledmtigtery of electri
power products. In the arbitration proceedings, TEMued that in the absence of mutually agreed ygotocol:
there were no commercially reasonable means torobtaleliver the electric power products and tfeeethe PPA i
not enforceable. TEM further argued that the comatif the protocols is not subject to arbitrati®he arbitrator rule
in favor of TEM on February 11, 2004 and conclutleat the “creation of protocolstas not subject to arbitration, |
did not rule upon the merits of TEBIclaim that the PPA is not enforceable. On Jan@ary2005, the District Cot
granted OPCo partial summary judgment on this iskoéling that the absences of operating protodolss nc
prevent enforcement of the PPA.

On March 26, 2004, OPCo requested that TEM proaskurances of performance of its future obligatiamder th
PPA, but TEM refused to do so. As indicated ab&@/Co also gave notice to TEM and declared Aprid(04 as th
“Commercial Operations Date.” Despite OPE€qirior tenders of replacement electric power pctglio TEN
beginning May 1, 2003 and despite OPC@nder of electric power products from the Fgcib TEM beginning Apr
2, 2004, TEM refused to accept and pay for thesetrdt power products under the terms of the PPA.ADril 5,
2004, OPCo gave notice to TEM that OPCo, (i) waspsnding performance of its obligations under P@#Awould
be seeking a declaration from the New York fedeaairt that the PPA has been terminated and (iijld/be pursuin
against TEM, and SUEZRACTEBEL S.A. under the guaranty, damages anduhdermination payment value
the PPA.

A bench trial was conducted in March and April 2@0%l a decision is pending.
Merger Litigation-Affecting AEGCo, APCo, CSPCo, I1&M, KPCo, OPCo, PSE8WEPCo, TCC and TNC

In 2002, the U.S. Court of Appeals for the Dista€tColumbia ruled that the SEC did not adequaglylain that th
June 15, 2000 merger of AEP with CSW meets theireapents of the PUHCA and sent the case back t&H(@ fo
further review. Specifically, the court told the GEo revisit the basis for its conclusion that therger met PUHC
requirements that utilities be “physically intero@cted” and confined to a “single area or regidn.January 2005,
hearing was held before an ALJ.

On May 3, 2005, the ALJ issued an Initial Decisocmmcluding that the AEP System is “physically intarnected’bult



is not confined to a “single area or regioflerefore, the ALJ concluded that the combined AERW system do
not constitute a single integrated public utiliggem under PUHCA. Management believes that thgeneneets tr
requirements of PUHCA and has filed a petition feview of this Initial Decision, which the SEC hgimnted. Th
SEC is reviewing the Initial Decision.

Enron Bankruptcy-Affecting APCo, CSPCo, 1&M, KPCo and OPCo

In 2002, certain subsidiaries of AEP filed clainggimst Enron and its subsidiaries in the Enron hastky proceedin
pending in the U.S. Bankruptcy Court for the SouthBistrict of New York. At the date of Enrabankruptcy
certain subsidiaries of AEP had open trading catgrand trading accounts receivables and payalitasBmron. Ir
addition, on June 1, 2001, AEP purchased HPL framoi Various HPLrelated contingencies and indemnities f
Enron remained unsettled at the date of Enron’&rogntcy.

Enron Bankruptcy - Commodity trading settlement disputedn September 2003, Enron filed a complaint in
Bankruptcy Court against AEPES challenging AEBffsetting of receivables and payables and rlatdlatera
across various Enron entities and seeking paynfespmroximately $125 million plus interest in cootien with gas-
related trading transactions. The AEP subsididreese asserted their right to offset trading payabled to variot
Enron entities against trading receivables dueetel AEP subsidiaries. The parties are curreinthponbinding
court-sponsored mediation.

In December 2003, Enron filed a complaint in thenlBaptcy Court against AEPSC seeking approximaggdg
million plus interest in connection with a transawtfor the sale and purchase of physical powerrgrtenron, AEI
and Allegheny Energy Supply, LLC during NovemberOROEnrons claim seeks to unwind the effects of
transaction. AEP believes it has several deferséiset claims in the action being brought by EnrDine parties ai
currently in nonbinding court-sponsored mediation.

Enron Bankruptcy - Summary- The amount expensed in prior years in connectidh e Enron bankruptcy w
based on an analysis of contracts where AEP andnEemtities are counterparties, the offsettingewfervables ar
payables, the application of deposits from Enrotitiea and management’s analysis of the HElated purcha:
contingencies and indemnifications. As noted ab&repn has challenged the offsetting of receivahles payable
Although management is unable to predict the ouicofithese lawsuits it is possible that their nesoh could hav
an adverse impact on our results of operation$, ta&s and financial condition.

Texas Commercial Energy, LLP Lawsuit - Affecting Tand TNC

Texas Commercial Energy, LLP (TCE), a Texas RH®&d fa lawsuit in federal District Court in Corpubristi, Texas
in July 2003 against AEP and four of its subsiégrincluding TCC and TNC, certain nonaffiliateacgyy companie
and ERCOT. The action alleges violations of ther®la@ Antitrust Act, fraud, negligent misrepreseiotat breach ¢
fiduciary duty, breach of contract, civil conspiyaand negligence. The allegations, not all of whace made agair
the AEP companies, range from anticompetitive lmgdio withholding power. TCE alleges that thesavdies
resulted in price spikes requiring TCE to post &ddal collateral and ultimately forced it into Baaptcy when it wa
unable to raise prices to its customers due ta fhaid price contracts. The suit alleges over $60llion in damage
for all defendants and seeks recovery of damagesngary damages and court costs. Two additiondigsa Utility
Choice, LLC and Cirro Energy Corporation, souglavks to intervene as plaintiffs asserting similairals. In Jun
2004, the Court dismissed all claims against thé> Abmpanies. TCE has appealed the trial cout€cision to tF
United States Court of Appeals for the Fifth Citcliihe Fifth Circuit issued its decision in Jun®2@nd affirmed tr
lower courts decision. In March 2005, Utility Choice, LLC a@itro Energy Corporation filed in U.S. District Ot
alleging similar violations as those alleged in T&E lawsuit. In April 2005, the defendants filedlation to Stay thi
case, pending the outcome of the appeal in the GaGE.

Coal Transportation Dispute - Affecting PSO, TCC @i NC



PSO, TCC, TNC and two nonaffiliated entities, astj@wners of a generating station, have disputadsportatio
costs for coal received between July 2000 and tegept time. The joint plant has remitted less thanamount bille
and the dispute is pending before the Surface Ppatetion Board. Based upon a weighted averageapility
analysis of possible outcomes, PSO, as operattiveoplant, recorded provisions for possible los®atember 20(
and the first six months of 2005. The provisionsemgeferred as a regulatory asset under BS@| mechanism a
affected income for TCC and TNC for their respextownership shares. Management continues to waviart
mitigating the disputed amounts to the extent fssi

6. GUARANTEES

There are certain immaterial liabilities recorded uarantees in accordance with FIN 45, “Guarastéiccounting
and Disclosure Requirements for Guarantees, Inofuthdirect Guarantees of Indebtedness to Othditsetre is n
collateral held in relation to any guarantees.hi@ ¢vent any guarantee is drawn, there is no reedorthird partie
unless specified below.

Letters of Credil

Certain Registrant Subsidiaries have entered itaadby letters of credit (LOC) with third partieBhese LOC
generally cover items such as insurance programesyisy deposits, debt service reserves, and ceatiancements f
issued bonds. All of these LOCs were issued instiiesidiaries’ordinary course of business. At June 30, 200t
maximum future payments of the LOCs include $44iom| $1 million, $51 million, $4 million and $43 ittion for
CSPCo, I&M, OPCo, SWEPCo and TCC, respectivelyhwiiaturities ranging from November 2005 to AprilDZ(
There is no recourse to third parties in the etlezge letters of credit are drawn.

SWEPCo

In connection with reducing the cost of the ligmteing contract for its Henry W. Pirkey Power RI&BBWEPCo he
agreed, under certain conditions, to assume thdatdpase obligations and term loan payments ef ithining
contractor, Sabine Mining Company (Sabine). Indlient Sabine defaults under any of these agreenf&WwEPCos
total future maximum payment exposure is approx@yaB50 million with maturity dates ranging fromidfaary 200
to February 2012.

As part of the process to receive a renewal of a3 dRailroad Commission permit for lignite minirfg@yWEPCo he
agreed to provide guarantees of mine reclamatiainénamount of approximately $85 million. Since SW® use
selfbonding, the guarantee provides for SWEPCo to cartonuse its resources to complete the reclamatiche
event the work is not completed by a third partyneni At June 30, 2005, the cost to reclaim the nin2035 it
estimated to be approximately $39 million. This rquriee ends upon depletion of reserves estimat203& plus
years to complete reclamation.

SWEPCo consolidates Sabine due to the applicatiofld 46. SWEPCo does not have an ownership intan
Sabine.

Indemnifications and Other Guarantee
Contracts

All of the Registrant Subsidiaries enter into certgpes of contracts which require indemnificaiofiypically thes
contracts include, but are not limited to, saleeagrents, lease agreements, purchase agreementamamcing
agreements. Generally, these agreements may indwudeare not limited to, indemnifications arounertain tax
contractual and environmental matters. With respedale agreements, exposure generally does weedxhe sa
price. Registrant Subsidiaries cannot estimatentiaimum potential exposure for any of these indéications



executed prior to December 31, 2002 due to thertaingy of future events. In 2004 and the first signths of 200!
Registrant Subsidiaries entered into sale agreemneich included indemnifications with a maximunpesure the
was not significant for any individual RegistranubSidiary except for TCC. TCC sales agreementsuds
indemnifications with a maximum exposure of $448ion related to the sale prices of its generatiseets. The stat
of certain sales agreements is discussed in Ndtbete are no material liabilities recorded for amgemnifications.

Registrant Subsidiaries are jointly and severadiiglé for activity conducted by AEPSC on the belodlAEP East ar
West companies and for activity conducted by angi®®ent Subsidiary pursuant to the system intemraigreement.

Master Operating Leas

Certain Registrant Subsidiaries lease certain @genp under a master operating lease. Under the Bgreement, tl
lessor is guaranteed to receive up to 87% of tlzemantized balance of the equipment at the endeofelse term.
the fair market value of the leased equipment isvbdhe unamortized balance at the end of the l¢éasa, the
subsidiary has committed to pay the difference betwthe fair market value and the unamortized balawith the
total guarantee not to exceed 87% of the unamadrtidance. At June 30, 2005, the maximum poteiisd by
subsidiary for these lease agreements assuminfgithearket value of the equipment is zero at thd ef the leas
term is as follows:

Maximum Potential Loss

(@in
Subsidiary millions)
APCo $
CSPCo
&M
KPCo
OPCo
PSO
SWEPCo
TCC
TNC

WwoohMIOEFL DI™MNO®

7. ACQUISITIONS, DISPOSITIONS AND ASSETS HELD FOR SALE

ACQUISITIONS
Public Service Enterprise Group (PSEG) Waterford &gy LLC (Affecting CSPCo

In May 2005, CSPCo signed a purchase and saleragreevith PSEG Waterford Energy LLC for the purchas ar
821 MW plant in Waterford, Ohio for $220 millionhik transition is contingent on the receipt of lieggh regulator
approval and is expected to close in the third tguaf 2005.

Monongahela Power Company (Affecting CSPY)

In June 2005, the PUCO ordered us to explore thehpse of the Ohio service territory of Monongah&baver, whict
includes approximately 29,000 customers. On Augu&005, we agreed to terms of a transaction, winicludes th
transfer of Monongahela PowsrOhio customer base and the assets that serve thissomers to CSPCo for
estimated sales price of approximately $55 millidine sale price will be adjusted based on book emlaf the
acquired assets and liabilities at the closing.date anticipate the purchase, subject to regulaapproval, to clos
late in the fourth quarter of 2005.



DISPOSITIONS COMPLETED AND ANTICIPATED BEING COMPLE TED DURING 2005
Texas Plants - Oklaunion Power Station

In January 2004, TCC signed an agreement to sefl.&1% share of Oklaunion Power Station for apiprately $4:
million (subject to closing adjustments) to an Uawed party. In May 2004, TCC received notice fraime twc
nonaffiliated coewners of the Oklaunion Power Station, announcimgrtdecision to exercise their right of f
refusal, with terms similar to the original agreemdn June 2004 and September 2004, TCC entettedsele
agreements with both of its nonaffiliated co-ownkmsthe sale of TC& 7.81% ownership of the Oklaunion Po
Station. These agreements are currently beingestgdld in Dallas County, Texas State District Cbyrthe unrelate
party with which TCC entered into the original sabgreement. The unrelated party alleges that ormvoer ha
exceeded its legal authority and that the secorovaeer did not exercise its right of first refusala timely manne
The unrelated party has requested that the coaldmdethe co-ownerg€xercise of their rights of first refusal void. T
cannot predict when these issues will be resolf&IC does not expect the sale to have a signifiefiett on it
results of operations. TC€assets and liabilities related to the Oklauniowét Station have been classified as At
Held for Sale - Texas Generation Plants and LidsliHeld for Sale - Texas Generation Plants, sy, in TCC's
Condensed Consolidated Balance Sheets at June086, &hd December 31, 2004. The plant does not the
“component-of-an-entity’triteria because it does not have cash flows thatbe clearly distinguished operation:
The plant also does not meet the “component-ofrdityé criteria for financial reporting purposes becaus#oes nc
operate individually, but rather as a part of A&EPower Pool which includes all of the generataxcilities owned b
the Registrant Subsidiaries.

Texas Plants - South Texas Project

In February 2004, TCC signed an agreement to tsell5.2% share of the STP nuclear plant to an ateelparty fc
approximately $333 million, subject to closing atjuents. In June 2004, TCC received notice frorowoers of the
decisions to exercise their rights of first refuseith terms similar to the original agreementSeptember 2004, TC
entered into sales agreements with two of its rfdisééd co-owners for the sale of TCL25.2% share of the S
nuclear plant. The sale was completed for approtain&314 million in May 2005 and did not have sfipant effec
on TCC'’s results of operations. The plant doesnme¢t the “component-of-an-entitgtiteria because it does not h
cash flows that can be clearly distinguished ojpamatly. The plant also does not meet the “comptwéan-entity”
criteria for financial reporting purposes becausgoes not operate individually, but rather as & pAAEP’s Powe
Pool which includes all of the generation facikt@wvned by the Registrant Subsidiaries.

The assets and liabilities of the TCC plants hetdstle at June 30, 2005 and December 31, 20Qsdmdlows:

Texas Plants
December 31,

June 30, 2005 2004
Assets: (in millions)
Other Current Assets $ 2 3% 24
Property, Plant and Equipment, Net 44 41¢
Regulatory Assets - 48
Nuclear Decommissioning Trust Fu - 147
Total Assets Held for Sale - Texas Generatio
Plants $ 46 $ 62€
Liabilities:
Regulatory Liabilities $ 1% 1

Asset Retirement Obligations - 24C¢




Total Liabilities Held for Sale - Texas
Generation Plants $ 1% 25(

8. BENEFIT PLANS

APCo, CSPCo, I&M, KPCo, OPCo, PSO, SWEPCo, TCC aN&€ participate in AEP sponsored U.S. quali
pension plans and nonqualified pension plans. Atsuitial majority of employees are covered by eitree qualifies
plan or both a qualified and a nonqualified pensiten. In addition, APCo, CSPCo, I&M, KPCo, OPC&T
SWEPCo, TCC and TNC participate in other postreteet benefit plans sponsored by AEP to provide oadin(
death benefits for retired employees in the U.S.

The following tables provide the components of A&£Ret periodic benefit cost for the plans for thee¢ and si
months ended June 30, 2005 and 2004:

Other Postretirement Benefi

Three Months Ended June 30, 2005 and 2004 Pension Plans Plans
2005 2004 2005 2004
(in millions)

Service Cost $ 23 % 21 % 10 $ 10
Interest Cost 56 56 26 29
Expected (Return) on Plan Assets (78) (72) (22) (20)
Amortization of Transition Obligation - 1 7 7
Amortization of Net Actuarial Loss 14 4 7 9
Net Periodic Benefit Cost $ 15 § 10 $ 28 $ 35

Other Postretirement Benefi

Six Months Ended June 30, 2005 and 2004 Pension Plans Plans
2005 2004 2005 2004
(in millions)

Service Cost $ 46 $ 43 $ 21 % 20
Interest Cost 11z 11z 53 58
Expected (Return) on Plan Assets (155) (144 (45) (40)
Amortization of Transition Obligation - 1 14 14
Amortization of Net Actuarial Loss 27 8 14 18
Net Periodic Benefit Cost $ 30 $ 20 $ 57 % 70

The following table provides the net periodic bénedst (credit) for the plans by the following R&tgant Subsidiaries
for the three and six months ended June 30, 2002604:

Other Postretirement Benefi

Three Months Ended June 30, 2005 and 2004 Pension Plans Plans
2005 2004 2005 2004
(in thousands)

APCo $ 1,84¢ $ 31¢ $ 5147 $ 6,46
CSPCo 534 (407) 2,12¢ 2,76°¢
&M 2,36¢ 1,11¢ 3,46¢ 4,31:
KPCo 37¢ 144 571 74z
OPCo 1,20¢ (10%) 3,63: 4,801
PSO 72 70C 1,79¢ 2,11(C

SWEPCo 364 901 1,76 2,101



TCC (219 74€ 1,93¢ 2,53¢
TNC 41 33¢ 84¢ 1,07¢

Other Postretirement Benefil

Six Months Ended June 30, 2005 and 2004 Pension Plans Plans
2005 2004 2005 2004
(in thousands)

APCo $ 3,69¢ $ 63€ $ 10,49: $ 12,92«
CSPCo 1,06¢ (8149) 4,34t 5,53(
&M 4,73( 2,22¢ 7,09t 8,62¢
KPCo 752 28¢ 1,17¢ 1,48¢
OPCo 2,41z (210) 7,45¢ 9,60z
PSO 144 1,40( 3,66¢ 4,22(
SWEPCo 72¢ 1,80z 3,60z 4,20:
TCC (43¢ 1,492 3,94 5,07(
TNC 82 67€ 1,72: 2,14¢
9. BUSINESS SEGMENTS

All of AEP’s Registrant Subsidiaries have one reportable seigifiee one reportable segment is a verticallygirae(
electricity generation, transmission and distribatibusiness except AEGCo, which is an electricignegatiol
business. All of the registrants’ other activitae insignificant. The registrant subsidiarieperations are managed
an integrated basis because of the substantialcimgfabundled cosbased rates and regulatory oversight or
business process, cost structures and operatinljsces

10. INCOME TAXES

On June 30, 2005, the Governor of Ohio signed ®luose Bill 66 into law enacting sweeping tax chanigepacting
all companies doing business in Ohio. Most of tigmicant tax changes will be phased in over &4pear perioc
while some of the less significant changes becauntig éffective July 1, 2005. Changes to the Ohianthise tas
nonutility property taxes, and the new commercaaivity tax are subject to phase-ifhe Ohio franchise tax will full
phase-out over a fivgear period beginning with a 20% reduction in stadéchise tax for taxable income accr
during 2005. In the second quarter of 2005, we remce deferred state income tax liabilities that raoe expected -
reverse during the phase-out as follows:

Amount
Company (in thousands’
CSPCo $ 15,10«
OPCo 41,86¢
APCo 2,76¢
PSO 70€
TCC 36&

The reversal of deferred state income taxes forQh® companies was recorded as a regulatory ibalpending
ratemaking treatment in Ohio. The reversal of deféstate income taxes for APCO, PSO and TCC wasded as
reduction to Income Taxes.

The new legislation also imposes a new commerciity tax at a fully phasedx rate of 0.26% on all Ohio grc
receipts. The new tax will be phased-in over a-fiear period beginning July 1, 2005 at 23% of tHeGL26% rate
The increase in Taxes Other than Income Taxesd0b 2s expected to be $1 million and $1 million @8PCo an



OPCao, respectively.

Other tax reforms effective July 1, 2005 includesduction of the sales and use tax from 6.0 %5605the phaseut
of tangible personal property taxes for our noitytibusinesses, the elimination of the 10% rollbackeal estate tax
and the increase in the premiums tax on insuraabegs; all of which will not have a material impam future resul
of operations and cash flows.

11. FINANCING ACTIVITIES

Longterm debt and other securities issued, retiredpamtipal payments made during the first six morah200:
were:

Principal Interest Rate Due Date
Company Type of Debt Amount
(in thousands) (%)

Issuances:

APCo Senior Unsecured Notes $ 200,00( 4.95% 2015
APCo Senior Unsecured Notes 150,00( 4.40% 2010
APCo Senior Unsecured Notes 250,00( 5.00% 2017
OPCo Installment Purchase Contracts 54,50( Variable 2029
OPCo Installment Purchase Contracts 163,50( Variable 2028
PSO Senior Unsecured Notes 75,00( 4.70% 2011
SWEPCo Senior Unsecured Notes 150,00( 4.90% 2015
TCC Installment Purchase Contracts 161,70( Variable 2030
TCC Installment Purchase Contracts 120,26! Variable 2028

The above borrowing arrangements do not containagees, collateral or dividend restrictions.

Principal Interest Rate Due Date
Company Type of Debt Amount
(in thousands) (%)
Retirements and
Principal
Payments:

APCo Other Debt $ 5 13.718% 2026
APCo First Mortgage Bonds 50,00( 8.00% 2005
APCo First Mortgage Bonds 30,00( 6.89% 2005
APCo First Mortgage Bonds 45,00( 8.00% 2025
APCo Senior Unsecured Notes 450,00( 4.80% 2005
OPCo Installment Purchase Contracts 102,00( 6.375% 2029
OPCo Installment Purchase Contracts 80,00( Variable 2028
OPCo Installment Purchase Contracts 36,00( Variable 2029
OPCo Notes Payabl 2,927 6.81% 2008
OPCo Notes Payabl 3,25( 6.27% 2009
PSO First Mortgage Bonds 50,00( 6.50% 2005
SWEPCo Notes Payabl 3,41¢ 4.47% 2011
SWEPCo Notes Payabl 1,50( Variable 2008
TCC Senior Unsecured Notes 150,00( 3.00% 2005
TCC Senior Unsecured Notes 100,00( Variable 2005

TCC Securitization Bonds 29,38¢ 3.54% 2005



In addition to the transactions reported in theleskabove, the following table lists intercompasguiances al
retirements of debt due to AEP:

Principal Interest Rate  Due Date
Company Type of Debt Amount
(in thousands) (%)
Issuances:
APCo Notes Payabl $ 100,00( 4.708% 2010
Retirements:
KPCo Notes Payabl $ 20,00( 6.501% 2006

Other Matters
On January 3, 2005, the following outstanding shafereferred stock were redeemed:

Number of Shares

Company Series Redeemed Amount
(in millions)

&M 5.900% 132,000 $ 13
&M 6.250% 192,500 19
&M 6.875% 157,500 16
&M 6.300% 132,450 13
OPCo 5.900% 50,000 5

$ 66

Lines of Credit- AEP System

The AEP System uses a corporate borrowing progeametet the shoterm borrowing needs of its subsidiaries.
corporate borrowing program includes a Utility Mgneool, which funds the utility subsidiaries, andNanutility
Money Pool, which funds the majority of the nontgtisubsidiaries. In addition, the AEP System disads, as dire:
borrowers, the shoterm debt requirements of other subsidiaries thatret participants in either money pool
regulatory or operational reasons. The AEP Systemp&@ate Borrowing Program operates in accordante the
terms and conditions outlined by the SEC. AEP habaaity from the SEC through March 31, 2007 foorsterm
borrowings sufficient to fund the Utility Money Plaand the Nonutility Money Pool as well as its ovaguirements |
an amount not to exceed $7.2 billion. The Utilitpey Pool participantshoney pool activity and corresponding &
authorized limits for the six months ended June2B05 are described in the following table:

Loans

Maximum Average (Borrowings) SEC
Borrowings Maximum Borrowings Average to/from  Authorized

from Loans to from Loans to Utility Short-

Utility Utility Utility Utility Money Pool  Term
Money Money Money Money as of June Borrowing

Company Pool Pool Pool Pool 30, 2005 Limit

(in thousands)

AEGCo $ 4569 % 9,30t$  16,07($ 4,80: $ (24,62)% 125,00(
APCo 236,79¢ 321,97 95,33 47,14: (176,69)  600,00(
CSPCo - 181,23t - 104,86: 62,17: 350,00(
&M 203,24 11,76¢ 81,47: 5,791 (143,126  500,00(

KPCo 3,38¢ 35,77¢ 2,307 17,59¢ 12,64 200,00(



OPCo 44,19: 182,49 22,46, 80,79¢ (11,52¢  600,00(

PSO 55,00¢ 55,60 22,52 26,63¢ 7,08¢ 300,00(
SWEPCo 221 188,21t 221 42,79 188,07 350,00(
TCC 320,50¢ 120,93 152,71« 49,35( (120,069  600,00(
TNC . 75,04¢ - 49,42¢ 63,66¢ 250,00(

The maximum and minimum interest rates for fundsegiborrowed from or loaned to the Utility Monegd? for the
six months ended June 30, 2005 were 3.43% and 1.63%bectively. The average interest rates for sumarrowe:
from and loaned to the Utility Money Pool for th& mmonths ended June 30, 2005 are summarized lféteglistran
Subsidiaries in the following table:

Average Interest Average Interest
Rate for Funds Rate for Funds
Borrowed from the  Loaned to the Utility
Company Utility Money Pool Money Pool
(in percentages)

AEGCo 2.4C 3.14
APCo 2.6 2.6¢
CSPCo - 2.44
&M 2.9¢ 2.12
KPCo 2.9¢ 2.42
OPCo 3.32 2.3¢
PSO 2.5C 3.1¢
SWEPCo 3.21 2.54
TCC 2.91 2.12
TNC - 2.6
12. COMPANY -WIDE STAFFING AND BUDGET REVIEW

The following table shows the severance benefijgerge recorded in the second quarter of 2005 (ghymia
Maintenance and Other Operation) resulting fronommanywide staffing and budget review, including the e#ltior
of approximately $15.9 million of severance beredikpense associated with AEPSC employees amorRetistrar
Subsidiaries. AEGCo has no employees but receilesated expenses.

Amounts
(@in
Company millions)

AEGCo $ 0.2
APCo 3.€
CSPCo 2.2
&M 4.C
KPCo 0.7
OPCo 3.4
PSO 1.2
SWEPCo 1.€
TCC 3.6
TNC 1.1

The above amounts are outstanding as of June 88, &0current liabilities to AEPSC and to the retipe registrar
employees.






COMBINED MANAGEMENT 'S DISCUSSION AND ANALYSIS OF REGISTRANT SUBSIDIARIE S

The following is a combined presentation of certaomponents of the managementliscussion and analysis
Registrant Subsidiaries. The information in thict®® completes the information necessary for mamamnts
discussion and analysis of financial condition aesllts of operations and is meant to be read (§itMlanagemeng
Financial Discussion and Analysis, (ii) financigatements, and (iii) footnotes of each individuagistrant. Th
Combined Managemeist’Discussion and Analysis of Registrants Subsiagection of the 2004 Annual Re|
should be read in conjunction with this report.

Significant Factors

FERC Order on Regional Through and Out Rates

A load-based transitional transmission rate mechanisnedc&@SECA became effective December 1, 2004 to ne
the loss of revenues due to the FERElimination of through and out (T&O) transmissrates. SECA transition ra
are in effect through March 31, 2006. The FERCdwighe SECA rate issue for hearanyd indicated that the SE(
rates are being recovered subject to refund. latesks in that proceeding are objecting to the SE&A&s and AER’
method of determining those rates. Managementablerto determine the probable outcome of the FEFRBECA rat
proceeding. SECA revenues by Registrant Subsidigryshown in the following table:

Three Months  Six Months
Ended June  Ended June December

30, 2005 30, 200E 2004
Company (in millions)
APCo $ 104 $ 19.C $ g
CSPCo 5.2 9.€ 2.C
&M 5.¢ 10.¢ 2.3
KPCo 2.5 4.5 0.6
OPCo 7.4 13.t 2.8

In a March 31, 2005 FERC filing, we proposed arrgase in the revenue requirements and rates fosnrasiol
service, and certain ancillary services in the A6Re of PIM. The customers receiving these seraoceshe AE
East companies and municipal, cooperative wholesatites and retail customers that exercise retaice that ha\
load delivery points in the AEP zone of PJM. Aspmeed, the transmission service rates will increage/o steps
first to reflect an increase in the revenue regquéets, and then to reflect the loss of revenues ttee SECA transitic
rates on April 1, 2006. On May 31, 2005, the FERCeated the filing, set the issues for hearing, sugpended tl
effective date of the proposed rates until Novenih&005, subject to refund with interest if lowates are eventua
approved. The FERC accepted the st®p increase concept, such that the transmissitas will automaticall
increase on April 1, 2006, if the SECA revenuesseda be collected, and to the extent that replacémates are n
established. In a separate proceeding, at AEP’mgirghe FERC instituted an investigation of PdMonal rat
regime, indicating that the present regime may neduk replaced through establishment of regioaigsr that woul
compensate AEP, among others, for the regionalicgerovided by high voltage facilities they owrattbenefi
customers throughout PJM. This investigation presid\EP an opportunity to propose and support a iréw rat
regime that could mitigate losses from the elimorabf T&O transmission rates and the discontineaoicthe SEC,
rate collections.

The AEP East companies received approximately $aBiéon of T&O rate revenues for the twelve monthisde



September 30, 2004, the twelve months prior to A&iRing PJM. The portion of those revenues assediatitt
transactions for which the T&O rate was eliminatedl replaced by SECA transition rates was $17JiamillAt this
time, management is unable to predict whether tBEA transition rates will fully compensate the AHRS
companies for their lost T&O revenues for the per@ecember 1, 2004 through March 31, 2006 and veh,
effective with the expiration of the SECA transiticates on March 31, 2006, the resultant increasbd AEP Ea:
zonal transmission rates applicable to AEP’s irdklvad and wholesale transmission customers in’ AEene will b
sufficient to replace the SECA transition rate rexes. In addition, we are unable to predict whethereffect of th
loss of transmission revenues will be recoverabladimely basis in the AEP East state retail glicisons and fror
wholesale customers within the AEP zone. If, ( ®ECA transition rates do not fully compensate A&Pits los
T&O revenues through March 31, 2006, (ii) AEP zomahsmission rates are not sufficiently increasgdhe FER(
after March 31, 2006 to replace the lost T&O/SE@Renues, (iii) the FERG’review of our current SECA rate res
in a rate reduction which is subject to refund(i@y any increase in the AEP East companteshsmission costs frc
the loss of transmission revenues are not fullpveoed in retail and wholesale rates on a timelyihyaand (v) th
FERC does not approve a new rate within PJM oriwithe PJM and MISO Regions that compensates fdP’&AE
T&O revenue losses, future results of operatioashdlows and financial condition would be adversdfected.

Ohio Regulatory Activity
Ohio Restructuring

On January 26, 2005, the PUCO approved Rate Statbdn Plans (RSP) for CSPCo and OPCo (the Ohigeoias)
The plans provided, among other things, for CSP@d @PCo to raise their generation rates by 3% ¥
respectively, in 2006, 2007 and 2008 and providedatiditional annual generation rate increasegpdblan averag
of 4% per year based on supporting the need fatiaddl revenues. The plans also provided thatQhe companie
could recover in 2006, 2007 and 2008 environmergalying costs and PJM RTO costs from 2004 and 28@%ed t
their obligation as the Provider of Last ResorOhio’s customer choice program. Pretax earnings wereased b
$14 million for CSPCo and $40 million for OPCo hretfirst half of 2005 as a result of implementihgs tprovision o
the RSP. Of these amounts, approximately $8 milfion CSPCo and $21 million for OPCo relate to Z
environmental carrying costs and RTO costs.

In February 2005, various intervenors filed appilaras for rehearing with the PUCO regarding its rappl of the
RSP. On March 23, 2005, the PUCO denied all apphica for rehearing. In the second quarter of 200
intervenors filed separate appeals to the Ohio&unerCourt. If the RSP order was determined tolegal under th
Restructuring Legislation, as contended by theitwervenors, it would have an adverse effect onlte®f operation:
cash flow and possibly financial condition. Althébugranagement believes that the RSP plan is leghliraands t
defend vigorously the PUCQO’s order, managementaigommedict the ultimate outcome of the pendingéition.

Integrated Gasification Combined Cycle (IGCC) Powelant

On March 18, 2005, CSPCo and OPCo filed a jointliegjon with the PUCO seeking authority to recoesst:
related to building and operating a new approxitge®®0 MW IGCC power plant using cleaal technology. Tt
application proposes cost recovery associated thghlGCC plant in three phases. In Phase 1, the ©tinpanie
would recover approximately $18 million in pcenstruction costs during 2006. In Phase 2, the ©bimpanies wou
recover approximately $237 million in constructifinancing costs from 2007 through m2@10 when the plant
projected to be placed in commercial operation. pfugosed recoveries in Phases 1 and 2 will beeapphainst tF
4% limit on additional generation rate increases@hio companies could request in 2006, 2007 af8,2inder the
Rate Stabilization Plans. In Phase 3, which begihen the plant enters commercial operation, theo@bimpanie
would recover the projected $1.2 billion cost of thlant and a return on the unrecovered cost ¢sepierating lif
along with fuel, replacement power and operaticsh @aintenance costs.

Litigation



Registrant Subsidiaries continue to be involvedanous litigation matters as described in the M#igant Factors -
Litigation” section of the Combined ManagemenDiscussion and Analysis of Registrant Subsidsanethe 200
Annual Report. The 2004 Annual Report should bel ieaconjunction with this report in order to unskand othe
litigation matters that did not have significantiolges in status since the issuance of the 2004 & iteport, but me
have an impact on future results of operationd) élasvs and financial condition. Other matters dtdsex in the 200
Annual Report that did not have significant chandgsng the first six months of 2005, that shouédrbad in order
gain a full understanding of the current litigatioiclude disclosure related to the Coal TranspirtaDispute, Enro
Bankruptcy and Potential Uninsured Losses.

Federal EPA Complaint and Notice of Violation
See discussion of New Source Review Litigation uiBavironmental Matters."
Merger Litigation

In 2002, the U.S. Court of Appeals for the Dista€tColumbia ruled that the SEC did not adequaglylain that th
June 15, 2000 merger of AEP with CSW meets theireapents of the PUHCA and sent the case back t&H(@ fo
further review. Specifically, the court told the GEo revisit the basis for its conclusion that therger met PUHC
requirements that utilities be “physically intero@cted” and confined to a “single area or regidn.January 2005,
hearing was held before an ALJ.

On May 3, 2005, the ALJ issued an Initial Decisocmmcluding that the AEP System is “physically intarnected’but
is not confined to a “single area or regioflerefore, the ALJ concluded that the combined AERW system do
not constitute a single integrated public utiliggem under PUHCA. Management believes that thgeneneets tr
requirements of PUHCA and has filed a petition feview of this Initial Decision, which the SEC hgimnted. Th
SEC is reviewing the Initial Decision. Managemeastidves adoption of the Energy Policy Act of 200aymenc
litigation challenging the AEP/CSW merger.

Texas Commercial Energy, LLP Lawsuit

Texas Commercial Energy, LLP (TCE), a Texas RH®&d fa lawsuit in federal District Court in Corpubristi, Texas
in July 2003, against AEP and four of its subsidgrincluding TCC and TNC, certain nonaffiliatatkegy companie
and ERCOT. The action alleges violations of ther@la@ Antitrust Act, fraud, negligent misrepreseotat breach ¢
fiduciary duty, breach of contract, civil conspiyagnd negligence. The allegations, not all of whack made agair
TCC and TNC, range from anticompetitive biddingmithholding power. TCE alleges that these actisitiesulted i
price spikes requiring TCE to post additional delfal and ultimately forced it into bankruptcy whiemvas unable 1
raise prices to its customers due to fixed pricatra@ts. The suit alleges over $500 million in dges for al
defendants and seeks recovery of damages, exengaargges and court costs. Two additional partiétfylChoice.
LLC and Cirro Energy Corporation, have sought legvitervene as plaintiffs asserting similar clairin June 200
the Court dismissed all claims against AEP andutssidiaries. TCE appealed the trial caudecision to the Unite
States Court of Appeals for the Fifth Circuit. TiRié&h Circuit issued its decision in June 2005 affirmed the lowe
court’s decision. In March 2005, Utility Choice, LLC am@rro Energy Corporation filed in U.S. District Ot
alleging similar violations as those alleged in T@&E lawsuit. In April 2005, the defendants fileé/lation to Stay thi
case, pending the outcome of the appeal in the G&GE.

Environmental Matters

As discussed in the 2004 Annual Report, there arerging environmental control requirements that agamer
expects will result in substantial capital investiseand operational costs. The sources of theseefuequiremen
include:



« Legislative and regulatory proposals to adopt gémt controls on sulfur dioxide (S9), nitrogen oxide (NQ, )
and mercury emissions from coal-fired power plants,

» Clean Water Act rules to reduce the impacts of wiateke structures on aquatic species at certaouppowe
plants, and

» Possible future requirements to reduce carbon dé&missions to address concerns about globaltatictaange

This discussion updates certain events occurring2®5. You should also read the “Significant Fastoer
Environmental Matters” section within the Combind&danagemens Discussion and Analysis of Regist
Subsidiaries in the 2004 Annual Report for a desiom of all environmental matters affecting us;luding, but nc
limited to, (1) the current air quality regulatdramework, (2) estimated air quality environmenmtalestments, (3) tt
Comprehensive Environmental Response Compensatobhiability Act (Superfund) and state remediati¢f), globa
climate change, (5) carbon dioxide public nuisaretaims, (6) costs for spent nuclear fuel disposat
decommissioning, and (7) Clean Water Act regulation

Future Reduction Requirements for S9, NO, , and Mercury
Regulatory Emissions Reductions

In January 2004, the Federal EPA published two gseg rules that would collectively require reduasioo
approximately 70% each in emissions of SONO , and mercury from codired electric generating units by 2(

(2018 for mercury). This initiative has two maja@meponents:

« The Federal EPA proposed a Clean Air Interstatee RGIAIR) to reduce SQ and NO, emissions across t
Eastern United States (29 states and the DistfiC@otumbia) and make progress toward attainmerthefnev
fine particulate matter and groutelsel ozone national ambient air quality standafdeese reductions could a
satisfy these statesbligations to make reasonable progress towardedtienal visibility goal under the regiol
haze program.

» The Federal EPA proposed to regulate mercury eamsgrom coal-fired electric generating units.

On March 14, 2005, the Administrator of the Fed&RA signed the final CAIR. The rule is slightlywiged from th
proposed version released in January 2004, angdeslboth a seasonal and annual NOntrol program as well as
annual SG, control program. All of the states in which the Ré@nt Subsidiariegenerating facilities are located v
be subject to the seasonal and annual NOntrol programs and the annual $@ontrol program, except for Tex
Oklahoma and Arkansas. Texas will be subject toatimeual programs only. Arkansas will be subjedhi® season
NO, control program only. Oklahoma is not affected BWMR. In addition, the compliance deadline for Phbfe the
NO , control program has been accelerated to 2009, dlideplace any obligations imposed by the NCbtate
Implementation Plan (SIP) Call in 2009.

On March 15, 2005, the Administrator of the Fed&RBA signed a final Clean Air Mercury Rule (CAMRiat will
permit mercury emission reductions to be achievethfexisting sources through a national cap-aade approac
The cap-and-trade approach would include a twoelmaarcury reduction program for cdakd utilities. The fine
CAMR imposes a national cap on mercury emissions fcoalfired power plants of 38 tons by 2010 and 15 toy
2018.

In April 2004, the Federal EPA Administrator sigreeghroposed rule detailing how states should aradyw includ
"Best Available Retrofit Technology" (BART) requments for individual facilities in their SIPs todrdss region:
haze. The requirements apply to facilities builineen 1962 and 1977 that emit more than 250 tonggae of certali
regulated pollutants in specific industrial categeyrincluding utility boilers. On June 15, 200% t~ederal EPA issu
its final "Clean Air Visibility Rule"” (CAVR). The eécord for the final rule contains an analysis th&nonstrates th
for electric generating units subject to CAIR, CAMI result in more visibility improvements thanART would
provide. Therefore, states that adopt the CAIR al@wved to substitute CAIR for controls otherwissguired b



BART. On July 20, 2005, the Federal EPA also issagqutoposed rule detailing the requirements foemssion
trading program that can satisfy the BART requiretador the regional haze program.

The changes in the Federal EBAinal CAIR, CAMR and CAVR have not caused usdwise our estimates of i
capital investments necessary to achieve compliavitte these requirements. However, the final rulese state
substantial discretion in developing their rulesirtplement these programs, and states will havenb8ths afte
publication of the notice of final rulemaking tolsuit their revised SIPdn addition, both the CAIR and CAMR he
been challenged in the United States Court of Alspéar the District of ColumbiaAs a result, the ultima
requirements may not be known for several yearsnaayl depart significantly from the original rulessdribed herei
If the final rules are remanded by the court, d@tes$ elect not to participate in the federal cagteade programs, or
states elect to impose additional requirementsnalividual units that are already subject to the RAind/or th
CAMR, our costs could increase significantly. Thestcof compliance could have an adverse effecuturd results «
operations, cash flows and financial condition esleecovered from customers.

New Source Review Litigatio

Under the CAA, if a plant undertakes a major maaifion that directly results in an emissions inseggermittin
requirements might be triggered and the plant mayelguired to install additional pollution conttechnology. Thi
requirement does not apply to activities such agime maintenance, replacement of degraded equiporefailec
components, or other repairs needed for the reljaaife and efficient operation of the plant.

The Federal EPA and a number of states have alléggtb, CSPCo, I1&M, OPCo and other nonaffiliateditigis
modified certain units at codiked generating plants in violation of the new s@ureview requirements of the C/
The Federal EPA filed its complaints against AEBs#diaries in U.S. District Court for the South&istrict of Ohio
The Court also consolidated a separate lawsuitaied by certain special interest groups, with Fleeleral EPA cas
The alleged modifications occurred at the genegatinits over a 2@<ear period. A bench trial on the liability iss
was held during July 2005. Briefing is underway alasing arguments will be heard on September @252

In June 2004, the Federal EPA issued a Notice ofation (NOV) in order to “perfectits complaint in the pendi
litigation. The NOV expands the number of allegedotifications” undertaken at the Amos, Cardinal, Cones
Kammer, Muskingum River, Sporn and Tanners Creaktpl during scheduled outages on these units frong
through the present. Approximately otierd of the allegations in the NOV are already teamed in allegations ma
by the states or the special interest groups inpading litigation. The Federal EPA filed a motimamend it
complaints and to expand the scope of the pendiggtion. The AEP subsidiaries opposed that motinrSeptembe
2004, the judge disallowed the addition of claimghe pending case. The judge also granted motmmssmiss

number of allegations in the original filing. Sufaently, the Federal EPA and eight Northeastertrestach filed ¢
additional complaint containing the same allegatiagainst the Amos and Conesville plants thatubtlgg disallowe
in the pending case. The Northeastern states’ @nigias been assigned to the same judge i #BeDistrict Coul
for the Southern District of Ohio. AEP filed an ams to the Northeastern state®mplaint in January 2005 and to
Federal EPA’s complaint in July 2005, denying thegations and stating its defenses.

On June 24, 2005, the United States Court of Apgpeailthe District of Columbia Circuit issued a w&an affirming
in part the new source review reform regulationspaeld by the Federal EPA in December 2002. Thet eqaireld th
Federal EPA’s decision to apply an actual-to-futaotual emissions test, utilizing a fiyear look back period
establish actual baseline emissions for utilitiesl @ tenyear period for other sources, and excluding irswme
emissions unrelated to a physical change from tbgegted emissions, including emissions associatigd deman:
growth. The court vacated the Federal E®Atoption of a broad pollution control project les@on that include
projects that result in a significant collateraligsions increase, and the “clean urgplicability test, and remanc
certain recordkeeping requirements to the Fedd?al.E

Management is unable to estimate the loss or rahdess related to any contingent liability the ABRbsidiarie



might have for civil penalties under the CAA prodiegs. Management is also unable to predict thengnof
resolution of these matters due to the number lefatl violations and the significant number of ésyet to b
determined by the court. If the AEP subsidiariesndbprevail, management believes they can recamgrcapital an
operating costs of additional pollution control gupent that may be required through regulated rates marke
prices for electricity. If the AEP subsidiaries angable to recover such costs or if material pesgkre imposed,
would adversely affect future results of operatjaash flows and possibly financial condition.

SWEPCo Notice of Enforcement and Notice of Citiz8nit

On July 13, 2004, two special interest groups dsa@otice of intent to commence a citizen suiteurtie CAA fo
alleged violations of various permit conditionsgarmits issued to SWEPCo's Welsh, Knox Lee, ankieRiplants
The allegations at the Welsh Plant concern compdianith emission limitations on particulate matterd carbo
monoxide, compliance with a referenced design hmgait value, and compliance with certain reportiaguirement:
The allegations at the Knox Lee Plant relate tordueipt of an ofspecification fuel oil, and the allegations at By
Plant relate to testing and reporting of volatitganic compound emissions. On March 10, 2005, gotaint was file
in Federal District Court for the Eastern DistétTexas by the two special interest groups, atiggiiolations of th
CAA at Welsh Plant. SWEPCo filed a response tactiraplaint in May 2005.

On July 19, 2004, the Texas Commission on EnvirontedeQuality (TCEQ) issued a Notice of Enforceméw
SWEPCo relating to the Welsh Plant containing armamy of findings resulting from a compliance invgation at th
plant. The summary includes allegations concerngcampliance with certain recordkeeping and repo
requirements, compliance with a referenced desggt imput value in the Welsh permit, compliancenhvatfuel sulfu
content limit, and compliance with emission limits sulfur dioxide. On April 11, 2005, TCEQ issuad Executiv
Director’'s Preliminary Report and Petition recommending ¢h&y of an enforcement order to undertake ce
corrective actions and assessing an administragwvalty of $228,312 against SWEPCo based on alleigéations o
certain representations regarding heat input aaddaracteristics in SWEPGopermit application and the violatic
of certain recordkeeping and reporting requireme®v8EPCo responded to the preliminary report artitigoe on May
2, 2005. The enforcement order contains a recomat@mdthat would limit the heat input on each Walstit to the
referenced heat input contained within the permgliaation within 10 days of the issuance of a fiR&EQ order an
until a permit amendment is issued. SWEPCo hadqusly requested a permit alteration to removeréfierences to
specific heat input value for each Welsh unit.

On August 13, 2004, TCEQ issued a Notice of Enimeat to SWEPCo relating to the dfpecification fuel o
deliveries at the Knox Lee Plant. On April 11, 200%EQ issued an Executive Direc®iPreliminary Report al
Petition recommending the entry of an enforcemademnand assessing an administrative penalty $5agz0ns
SWEPCo based on alleged violations of certain gereguirements at Knox Lee. SWEPCo responded t
preliminary report and petition on May 2, 2005.

Management is unable to predict the timing of artyrie action by TCEQ or the special interest groupthe effect ¢
such actions on results of operations, cash flawsancial condition.

Emergency Release Reportit

Superfund requires immediate reporting to the FddePA for releases of hazardous substances terthieonmer
above the identified reportable quantity (RQ). Thevironmental Planning and Community Rightkoew Act
(EPCRA) requires immediate reporting of releasedhadtardous substances that cross property bousdafriéhe
releasing facility.

On July 27, 2004, the Federal EPA Region 5 issmeddministrative Complaint related to the allegadure of 1&M
to immediately report under Superfund and EPCRAoadhber 2002 release of sodium hypochlorite froen@ool
Plant. 1&M and the Federal EPA signed a Final Cahgegreement and Final Order related to the Adnhais/e



Complaint effective June 30, 2005. I&M will pay ammaterial civil penalty and invest in a supplenad
environmental project at the Cook Plant.

On December 21, 2004, the Federal EPA notified OBfGts intent to file a Civil Administrative Comgint, alleging
one violation of Superfund reporting obligationgldawo violations of EPCRA for failure to timely reft a June 20(
release of an RQ amount of ammonia from OR@&avin Plant selective catalytic reduction systéhe Federal EP
indicated its intent to seek civil penalties. IrbReary 2005, OPCo provided relevant informatiort tha Federal EP
should consider in advance of any filing.




CONTROLS AND PROCEDURES

During the second quarter of 2005, managementudiimog the principal executive officer and princigalancia
officer of each of AEP, AEGCo, APCo, CSPCo, I1&M, &, OPCo, PSO, SWEPCo, TCC and TNC (collectivdig
Registrants), evaluated the Registramsclosure controls and procedures. Disclosurerotsntnd procedures
defined as controls and other procedures of thasRagts that are designed to ensure that infoomatquired to k
disclosed by the Registrants in the reports they file or submit under the Exchange Act are reedydgrocesse
summarized and reported within the time periodscifipd in the SECS rules and forms. Disclosure controls
procedures include, without limitation, controlsdaprocedures designed to ensure that informatiguired to b
disclosed by the Registrants in the reports thay thle or submit under the Exchange Act is accuated an
communicated to the Registrantianagement, including the principal executive andcppal financial officers, ¢
persons performing similar functions, as appropriatallow timely decisions regarding required hisare.

As of June 30, 2005, these officers concluded tivatdisclosure controls and procedures in placeetestive an
provide reasonable assurance that the disclosateot®and procedures accomplished their objectiVee Registran
continually strive to improve their disclosure amtg and procedures to enhance the quality of fir@ncial reportin
and to maintain dynamic systems that change agswanrant.

There was no change in the Registrants’ internatrobover financial reporting (as such term isided in Rule 13a-
15(f) and 15dt5(f) under the Exchange Act) during the secondrtquaof 2005 that materially affected, or
reasonably likely to materially affect, the Regastis’ internal controls over financial reporting.




PART Il. OTHER INFORMATION

Iltem 1. Legal Proceedings

For a discussion of material legal proceedings,ei® 5, Commitments and Contingencies, incorporated herein |
reference.

Item 2. Unregistered Sales of Equity Securities andse of Proceeds

The following table provides information about pumses by AEP (or its publiclyaded subsidiaries) during -
guarter ended June 30, 2005 of equity securitigsaite registered by AEP (or its publichaded subsidiaries) pursu
to Section 12 of the Exchange Act:

ISSUER PURCHASES OF EQUITY SECURITIES

Maximum
Number (or
Approximate
Dollar Value) of

Total Number Of Shares that

Shares Purchased May Yet Be

Total Number as Part of Publicly Purchased
of Shares Average Price Announced Plans Under the Plans

Period Purchased (a) Paid per Share or Programs or Programs
04/01/05 - 04/30/05 - 8 = - $ -
05/01/05 - 05/31/05 1 82.0( - -
06/01/05 - 06/30/05 = = = =
Total 1 9 82.0( - $ -

@) OPCo repurchased 1 share of its 4.5% cumulativieqpesl stock, in a privately-negotiated transacbartside of
an announced progral

On March 9, 2005, AEP announced the repurchas@.6frillion shares of its outstanding common statc&n initial
price of $34.63 per share. The share buyback ptsexecuted via an accelerated share repurchas® (k&ram.
Under the ASR structure, AEP paid the counterpd483 million upfront to buy back 12.5 million shar®©n May 6,
the counterparty paid AEP $6.5 million to settle &SR. The positive settlement was due to the geepaice per
share of $34.18 being lower than the initial ppes share, as well as a rebate associated withtérest earned on tl
cash paid upfront by AEP to the counterparty.

Iltem 4. Submission of Matters to a VVote of SecuritiHolders

AEP

The annual meeting of shareholders was held inal @&lahoma, on April 26, 2005. The holders of skantitled t
vote at the meeting or their proxies cast voteth@tmeeting with respect to the following three terat as indicate
below:

1. Election of eleven directors to hold office untiet next annual meeting and until their successasdaly
elected. Each nominee for director received thesrof shareholders as follows:



E. R. Brooks
Donald M. Carlton
John P. DesBarres
Robert W. Fri
William R. Howell
Lester A. Hudson, Jr.
Michael G. Morris
Lionel L. Nowell, 11l
Richard L. Sandor
Donald G. Smith
Kathryn D. Sullivan

2. Ratification of the appointment of the firm of Diate & Touche LLP as the independent registeredlip

No. of Shares Voted For

No. of Shares Abstaining

263,054,30
328,620,37
328,782,44
328,507,12
329,883,26
330,110,18
330,275,24
332,065,86
330,065,86
330,181,15
330,057,81

75,891,31
10,325,24
10,163,17
10,438,50
9,062,35!
8,835,43!
8,670,38:
6,879,75
8,687,82.
8,764,46
8,887,81

accounting firm for 2005. The proposal was apprdwed vote of the shareholders as follows:

Votes FOR

Votes AGAINST
Votes ABSTAINED
Broker NON-VOTES*

3. Approval of an amendment to the AEP System Ltarg: Incentive Plan. The proposal was approved \yte
of the shareholders as follows:

Votes FOR

Votes AGAINST
Votes ABSTAINED
Broker NON-VOTES*

*A non-vote occurs when a nominee holding shares for aflm@ owner votes on one proposal, but doe:
vote on another proposal because the nominee didsawe discretionary voting power and has notived
instructions from the beneficial owner.

APCo

The annual meeting of stockholders was held onl&6ri 2005 at 1 Riverside Plaza, Columbus, Ohioth&tmeeting
13,499,500 votes were cast FOR each of the follgweight persons for election as directors and thene no vote
withheld and such persons were elected directorold office for one year or until their successars elected ar

qualify:
Carl L. English
John B. Keane
Holly K. Koeppel
Venita McCellon-Allen
TCC

Pursuant to action by written consent in lieu ofeaimual meeting of the sole shareholder dated Agril2005, th
following eight persons were elected directors addhoffice for one year or until their successors alected ar

qualify:

Michael G. Morris
Robert P. Powers
Stephen P. Smith
Susan Tomasky

322,692,85

12,412,63
3,840,13
0

249,862,01
28,710,19

8,059,51

52,313,89



Carl L. English Michael G. Morris

Thomas M. Hagan Robert P. Powers
John B. Keane Stephen P. Smith
Venita McCellon-Allen Susan Tomasky

&M

Pursuant to action by written consent in lieu ofaaimual meeting of the sole shareholder dated Ail2005, th
following thirteen persons were elected directardiold office for one year or until their successare elected a

qualify:

Karl G. Boyd Venita McCellon-Allen

John E. Ehler Susanne M. Moorman Rowe
Carl L. English Michael G. Morris

Patrick C. Hale Robert P. Powers

Holly K. Koeppel John R. Sampson

David L. Lahrman Susan Tomasky

Marc E. Lewis
OPCo

The annual meeting of shareholders was held on 3/&005 at 1 Riverside Plaza, Columbus, Ohio. Atrreetini
there were 27,952,473 votes cast FOR each of tteving eight persons for election as directors #mere were n
votes withheld and such persons were elected dietd hold office for one year or until their sassors are elect
and qualify:

Carl L. English

John B. Keane

Holly K. Koeppel
Venita McCellon-Allen

SWEPCo

Michael G. Morris
Robert P. Powers
Stephen P. Smith
Susan Tomasky

Pursuant to action by written consent in lieu oBanual meeting of the sole shareholder dated ABriR005, the
following eight persons were elected directorsatuloffice for one year or until their successars @lected and

qualify:

Carl L. English
Thomas M. Hagan
John B. Keane

Venita McCellon-Allen

Iltem 5. Other Information

NONE
ltem 6. Exhibits

AEP

Michael G. Morris
Robert P. Powers
Stephen P. Smith
Susan Tomasky

31(a) - Certification of AEP Chief Executive Officeursuant to Section 302 of the Sarbanes-OxleyoA2002.
31(c) - Certification of AEP Chief Financial Officursuant to Section 302 of the Sarbanes-OxleyoA2002.



AEP, APCo, OPCo

10(a) - AEP System Supplemental Retirement Savitgs, Amended and Restated as of January 1, 2005.
10(b) - AEP System Incentive Compensation Defd?fah, Amended and Restated as of January 1, 2005.

AEP, APCo, CSPCo, |1&M, KPCo, OPCo, PSO, SWEPCo, TCC and TNC
12 - Computation of Consolidated Ratio of EarnitgBixed Charges.
AEGCo, APCo, CSPCo, 1&M, KPCo, OPCo, PSO, SWEPCo, TCC and TNC

31(b) - Certification of Registrant Subsidiariedii€f Executive Officer Pursuant to Section 302hef Sarbane®xley
Act of 2002.
31(d) - Certification of Registrant Subsidiariedii€f Financial Officer Pursuant to Section 302t Sarbane®xley
Act of 2002.

AEP, AEGCo, APCo, CSPCo, &M, KPCo, OPCo, PSO, SVEPCo, TCC and TNC

32(a) -Certification of Chief Executive Officer Pursuant$ection 1350 of Chapter 63 of Title 18 of thetddiState
Code.
32(b) -Certification of Chief Financial Officer Pursuant $ection 1350 of Chapter 63 of Title 18 of the t8diState
Code.




SIGNATURE

Pursuant to the requirements of the Securities &xgh Act of 1934, each registrant has duly causedépor
to be signed on its behalf by the undersigned theceduly authorized. The signature for each ungeesl compan
shall be deemed to relate only to matters havifegeace to such company and any subsidiaries thereo

AMERICAN ELECTRIC POWER COMPANY, INC.

By: /s/Joseph M. Buonaiuto
Joseph M. Buonaiuto
Controller and Chief Accounting Officer

AEP GENERATING COMPANY
AEP TEXAS CENTRAL COMPANY
AEP TEXAS NORTH COMPANY
APPALACHIAN POWER COMPANY
COLUMBUS SOUTHERN POWER COMPANY
INDIANA MICHIGAN POWER COMPANY
KENTUCKY POWER COMPANY
OHIO POWER COMPANY
PUBLIC SERVICE COMPANY OF OKLAHOMA
SOUTHWESTERN ELECTRIC POWER COMPANY

By: /s/Joseph M. Buonaiuto
Joseph M. Buonaiuto
Controller and Chief Accounting Officer

Date: Augds2005

EXHIBIT 12

KENTUCKY POWER COMPANY
Computation of Ratios of Earnings to Fixed Charges
(in thousands except ratio data)



Twelve

Months
Year Ended December 31, Ended
2000 2001 2002 2003 2004 6/30/05
FIXED CHARGES
Interest on First Mortgage Bonds $ 9,50 $ 6,17¢ $ 2,20¢ $ - $ -$ -
Interest on Other Long-term Debt 16,36 18,30( 23,42¢ 26,46 27,05: 26,74,
Interest on Short-term Debt 3,29¢ 2,32¢ 1,751 1,104 697 34¢
Miscellaneous Interest Charges 2,52 1,05¢ 1,08¢ 1,772 1,95¢ 2,02t
Estimated Interest Element in Lee
Rentals 1,70( 1,20( 1,00( 60C 70C 70C
Total Fixed Charges $ 33,38t$ 29,066% 2947($ 2994:$ 30,40¢% 29,82
EARNINGS
Net Income Before Cumulative
Effect of
Accounting Change $ 20,76:1% 2156f% 20567% 3346¢% 2590t% 22,55¢
Plus Federal Income Taxes 17,88« 9,55¢ 9,23t 9,76¢ 8,97¢ 6,24¢
Plus State Income Taxes (Credits 2,457 48¢ 1,627 (89) (30%) (540
Plus Fixed Charges (as above) 33,38¢ 29,06¢ 29,47( 29,94: 30,40« 29,82:
Total Earnings $ 7449:% 6067:% 6089¢% 73,08.% 64,98($ 58,08t
Ratio of Earnings to Fixed Charges 2.2t 2.0¢ 2.0¢€ 2.44 2.1: 1.94
Exhibit 31(b)

CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Michael G. Morris, certify that:
1. I have reviewed this report on Form 10-Q of:

AEP Generating Company
AEP Texas Central Company
AEP Texas North Company
Appalachian Power Company
Columbus Southern Power Company
Indiana Michigan Power Company
Kentucky Power Company
Ohio Power Company
Public Service Company of Oklahoma
Southwestern Electric Power Company;

2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omgttie -
material fact necessary to make the statements,nratight of the circumstances under which su@teshent



were made, not misleading with respect to the plecavered by this report;

3. Based on my knowledge, the financial statements,adiner financial information included in this repdairly
present in all material respects the financial don results of operations and cash flows of eagistrant €
of, and for, the periods presented in this report;

4. Each registrangs other certifying officer and | are responsible &stablishing and maintaining disclos
controls and procedures (as defined in ExchangeRuMbés 13a-15(e) and 18d{e)) for the registrant a
have:

a. Designed such disclosure controls and proceduresgused such disclosure controls and procedu
be designed under our supervision, to ensure tretermal information relating to the registre
including its consolidated subsidiaries, is madevkm to us by others within those entities, partacly
during the period in which this report is beingpaeed,;

b. Evaluated the effectiveness of the registsanisclosure controls and procedures and presémtiuk
report our conclusions about the effectivenessiefdisclosure controls and procedures, as of tdeot
the period covered by this report based on sucluatian; and

c. Disclosed in this report any change in the regmtsainternal control over financial reporting t
occurred during the registrant’'s most recent fispadrter (the registrast’fourth fiscal quarter in tl
case of an annual report) that has materially sdtecor is reasonably likely to materially affettig
registrant’s internal control over financial repogt and

5. Each registransg other certifying officer and | have disclosedsdxh on our most recent evaluation of inte
control over financial reporting, to the registfarduditors and the audit committee of the regmtsaboard c
directors (or persons performing the equivalentfioms):

a. All significant deficiencies and material weaknessgethe design or operation of internal controér
financial reporting which are reasonably likely ddversely affect the registrastability to recorc
process, summarize and report financial informataoa

b. Any fraud, whether or not material, that involvesamagement or other employees who ha
significant role in the registrant’s internal casltover financial reporting.

Date: August 4, 2005 By: /s/ Michael G. Morris
Michael G. Morris

Chief Executive Officer
Exhibit 31(d)

CERTIFICATION PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Susan Tomasky, certify that:
1. I have reviewed this report on Form 10-Q of:

AEP Generating Company
AEP Texas Central Company
AEP Texas North Company
Appalachian Power Company
Columbus Southern Power Company



Indiana Michigan Power Company
Kentucky Power Company
Ohio Power Company
Public Service Company of Oklahoma
Southwestern Electric Power Company;

2. Based on my knowledge, this report does not corgainuntrue statement of a material fact or omstade -
material fact necessary to make the statements,nratight of the circumstances under which suaieshent
were made, not misleading with respect to the plecavered by this report;

3. Based on my knowledge, the financial statements,adiner financial information included in this repdairly
present in all material respects the financial doon results of operations and cash flows of eagdistrant e
of, and for, the periods presented in this report;

4. Each registrant other certifying officer and | are responsible &stablishing and maintaining disclos
controls and procedures (as defined in ExchangeRMi¢és 13a-15(e) and 18d{e)) for the registrant a
have:

a. Designed such disclosure controls and proceduresgused such disclosure controls and procedu
be designed under our supervision, to ensure tretermal information relating to the registre
including its consolidated subsidiaries, is madevim to us by others within those entities, paracly
during the period in which this report is beinggaeed;

b. Evaluated the effectiveness of the registianlisclosure controls and procedures and presemtiuk
report our conclusions about the effectivenessi@efdisclosure controls and procedures, as of tdeot
the period covered by this report based on sucluatran; and

c. Disclosed in this report any change in the regmtsainternal control over financial reporting t
occurred during the registrant’'s most recent fisparter (the registrast’fourth fiscal quarter in tl
case of an annual report) that has materially &dtecor is reasonably likely to materially affetite
registrant’s internal control over financial repogt, and

5. Each registrang other certifying officer and | have disclosedsdxh on our most recent evaluation of inte
control over financial reporting, to the registfarauditors and the audit committee of the regmtsaboard c
directors (or persons performing the equivalentfioms):

a. All significant deficiencies and material weaknessgethe design or operation of internal controér
financial reporting which are reasonably likely ddversely affect the registrastability to recorc
process, summarize and report financial informatzou

b. Any fraud, whether or not material, that involvesamagement or other employees who ha
significant role in the registrant’s internal casitover financial reporting.

Date: August 4, 2005 By: /sl Susan Tomasky
Susan Tomasky
Chief Financial Officer




Exhibit 32(a)

This Certification is being furnished and shall h& deemed “filedfor purposes of Section 18 of the Secur
Exchange Act of 1934, as amended, or otherwiseestily the liability of that section. This Certditton shall not k
incorporated by reference into any registrationest@nt or other document pursuant to the Secutesof 1933
except as otherwise stated in such filing.

Certification Pursuant to Section 1350 of Chapter 6
of Title 18 of the United States Code

In connection with the Quarterly Report of the Camigs (as defined below) on Form 10-Q (the “Reppifftr the
quarterly period ended June 30, 2005 as filed with Securities and Exchange Commission on the luzreof, |
Michael G. Morris, the chief executive officer of

American Electric Power Company, Inc.
AEP Generating Company
AEP Texas Central Company
AEP Texas North Company
Appalachian Power Company
Columbus Southern Power Company
Indiana Michigan Power Company
Kentucky Power Company
Ohio Power Company
Public Service Company of Oklahoma
Southwestern Electric Power Company

(the “Companies”), certify pursuant to 18 U.S.Cct@m 1350, as adopted pursuant to Section 906efSarbanes-
Oxley Act of 2002 that, based on my knowledgeHh@ Reports fully comply with the requirements o€t8m 13(a) o
15(d) of the Securities Exchange Act of 1934 andtife information contained in the Reports faipsesents, in €
material respects, the financial condition and ltesaf operations of the Companies.

/s/ Michael G. Morris
Michael G. Morris
Chief Executive Officer

August 4, 2005

A signed original of this written statement reqdidey Section 906 has been provided to AmericantitePowe
Company, Inc. and will be retained by American EiecPower Company, Inc. and furnished to the S&esranc
Exchange Commission or its staff upon request.




Exhibit 32(b)

This Certification is being furnished and shall h& deemed “filedfor purposes of Section 18 of the Secur
Exchange Act of 1934, as amended, or otherwiseestly the liability of that section. This Certditton shall not k
incorporated by reference into any registrationest@nt or other document pursuant to the Secutesof 1933
except as otherwise stated in such filing.

Certification Pursuant to Section 1350 of Chapter 6
of Title 18 of the United States Code

In connection with the Quarterly Report of the Camigs (as defined below) on Form 10-Q (the “Reppifftr the
quarterly period ended June 30, 2005 as filed with Securities and Exchange Commission on the lizreof, |
Susan Tomasky, the chief financial officer of

American Electric Power Company, Inc.
AEP Generating Company
AEP Texas Central Company
AEP Texas North Company
Appalachian Power Company
Columbus Southern Power Company
Indiana Michigan Power Company
Kentucky Power Company
Ohio Power Company
Public Service Company of Oklahoma
Southwestern Electric Power Company

(the “Companies”), certify pursuant to 18 U.S.Cct@m 1350, as adopted pursuant to Section 90GefSarbanes-
Oxley Act of 2002 that, based on my knowledgeH@ Reports fully comply with the requirements o€t8m 13(a) o
15(d) of the Securities Exchange Act of 1934 anydtifie information contained in the Reports faipgesents, in ¢
material respects, the financial condition and ltesaf operations of the Companies.

/sl Susan Tomasky
Susan Tomasky
Chief Financial Officer

August 4, 2005

A signed original of this written statement reqdidey Section 906 has been provided to AmericantitePowe
Company, Inc. and will be retained by American EiecPower Company, Inc. and furnished to the S&esranc
Exchange Commission or its staff upon request.

End of Filing
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